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Mr.  Jones,  from  the  Committee  on  the  Budget, 
submitted  the  following 

REPORT 

[To  accompany  H.R.  3982] 
[Including  cost  estimates  of  the  Congressional  Budget  Office] 


TITLE  X  -  COMMITTEE  ON  POST  OFFICE  AND  CIVIL  SERVICE 

STATEMENT  OF  THE  COMMITTEE  ON  POST  OFFICE  AND  CIVIL  SERVICE 


The  Post  Office  and  Civil  Service  Committee,   not  unlike  other 
committees  in  the  House,  finds  itself  in  an  unprecedented  position 
as  the  result  of  a  budget  process  that  places  immutable  dollar 
targets  ahead  of  every  other  consideration.     It  is  a  process  that 
compelled  this  committee  to  comply  or  forfeit  its  jurisdictional 
prerogatives . 

By  ordering  the  committee  to  accomplish  precise  dollar  savings 
under  a  clear  threat  to  its  very  juris idic tional  existence,  the 
procedure  constituted  a  kind  of  legislative  blackmail. 

It  left  the  committee  without  reasonable  options  and  denied  it 
the  legislative  means  to  carry  out  its  responsibilities  to  the  public. 
In  the  end  the  committee  was  forced  to  make  cuts  instead  of  the 
best  choices. 

Thus  it  is  with  deep  regret  and  frustration  that  the 
committee  transmits  to  the  Budget  Committee  its  proposals  for 
achieving  compliance  with  savings  mandated  under  the  Reagan 
Administration  budget. 

The  full  committee  on  June  9  voted  to  cut  $4,200,000  from 
civil  service  programs  and  $9^7  million  from  postal  service  areas 
under  its  jurisdiction  during  fiscal  year  1982. 
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The  committee  wants  to  leave  no  doubt  in  the  public  mind  that 
it  acted  with  extreme  reluctance  and  sought  only  to  make  the  best 
of  what  it  regards  as  bad  policy. 

Left  with  no  choice  but  to  weigh  one  painful  option  against 
another,   the  committee  has  made  a  sincere  effort  to  wring  what  little 
equity  it  could  from  an  inequitable  process.     In  the  end, 
because  of  the  conditions  that  bound  the  committee,   it  was 
impossible  to  act  without  inflicting  injury  to  many. 

During  its  deliberations  the  committee  became  convinced 
that  this  is  not  the  best  way  —  hastily  with  a  constant  focus 
on  carved-in-stone  numbers  and  precious  little  regard  for 
human  need  —  to  guide  the  legislative  process. 

Because  of  rigid  constraints  imposed  on  it,   the  committee  was 
forced  to  make  tradeoffs  between  unrelated  or  little  related 
programs  in  order  to  achieve  compliance.     It  found  itself,   out  of 
sheer  necessity,  guided  by  monetary  targets  rather  than  by  reason. 
It  has  to  wonder  what  final  price  will  have  to  be  paid  for  a  process 
that  places  so  little  importance  on  human  need. 

The  committee  is  satisfied  that  it  has  made  the  best  possible 
choices  under  the  circumstances.     Nevertheless,   because  the 
alternatives  were  so  onerous,   it  transmits  its  proposals  with  the 
recommendation  that  they  be  rejected  by  the  House. 
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The  committee  would  be  remise  if  it  failed  to  express  its  views 
on  the  reconciliation  process  it  has  acceded  to.     It  is  nothing  less 
than  a  direct  assault  on  the  House  of  Representatives  as  an  institu- 
tion and  on  the  very  heart  of  the  legislative  system  which  has 
served  this  nation  so  well  for  so  long.     While  the  economic  state 
of  our  nation  requires  strong  action,   it  does  not  require  the  dis- 
mantling of  the  committee  system  and  the  abdication  of  accountability 
in  considering  legislation. 

The  job  of  writing  and  recommending  substantive  legislation 
should  rest  with  the  committees  that  have  the  enterprise,  jurisdic- 
tion and  resources  to  make  balanced  judgments.     This  becomes  impossible 
under  the  present  reconciliation  procedures  and  its  rigid  timetables. 

A  single  example  of  this  distortion:     the  Budget  Committee 
proposed  that  the  House  Post  Office  and  Civil  Service  Committee  analyze, 
perfect  and  act  on  the  Administration's  Federal  employee  pay  reform 
proposal  —  an  immensely  complicated  measure  which  the  Committee 
first  received  on  March  24  —  by  June  12. 

The  Budget  Committee  could  not  have  known  what  was  in  the  bill. 
It  could  not  know  how  it  would  impact  on  the  pay  and  benefits  of  the 
average  blue-collar  and  white-collar  worker  or  how  the  proposed 
locality  pay  system  would  work  —  or  the  effect  such  a  system  would 
have  on  local  economies.     Was  the  Budget  Committee  aware  of  the 
various  critical  analyses  of  the  proposal  published  by  the  General 
Accounting  Office,  the  Congressional  Budget  Office,  and  others? 

This  committee  plainly  was  confronted  with  only  two  choices: 
either  hasty  and  ill-prepared  action  on  pay  reform  or  hurriedly 
finding  alternative  savings. 
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The  committee  feels  an  obligation  to  explain  how  it  arrived  at 
various  decisions. 

CIVIL  SERVICE 

PAY 

The  committee  found  the  issue  of  pay  for  Federal  employees 
especially  difficult.     The  Administration  Itself  estimated  that 
under  existing  law  Federal  workers  were  entitled  to  a  13. 5  percent 
increase  during  fiscal  year  1982.     But  through  convoluted  economic 
logic,  wrapped  up  in  a  so-called  "reform  plan",   the  Administration 
worked  this  down  to  4.8  percent.     It  explained  it  arrived  at  the 
figure  by  assuming  in  part  that  Federal  employees  —  be  they 
Secret  Service  men  heroically  protecting  the  President,  firefighters, 
scientists,   lawyers,   shipbuilders  or  physicians  —     should  be 
paid  6  percent  less  than  their  counterparts  in  the  private 
sector  because  of  certain  "intangible"  benefits  which  the 
Administration  assumes.     The  Administration,  however,  failed 
to  quantify  this  assumption. 

In  the  present  employment  atmosphere  —  where  Federal  workers 
are  falling  behind  and  some  of  our  best  people  are  fleeing  to  the 
private  sector  —  the  committee  felt  it  could  not  in  good  conscience 
accede  to  the  Administration's  tortured  logic.     Thus  it  has 
recommended  changes  in  laws  under  its  jurisdiction  in  areas  other 
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than  pay  sufficient  to  reduce  savings  that  must  be  made  in  the  pay 
area.     This  permitted  the  committee  to  recommend  a  5-8  percent 
increase.     The  committee  regards  this  figure  as  insufficient  in 
light  of  present  economic  conditions.     But  under  the  strictures 
of  the  restrictive  budget  process  it  could  go  no  farther. 

It  felt  compelled,  however,  to  protect  Federal  employees  against 
future  unwarranted  and  arbitrary  measures  and  proposed  that  in  the 
three  fiscal  years  covered  by  reconciliation  the  President  may  not 
alter  the  statutory  pay  adjustments  by  submitting  alternative 
pay  plans.     This  is  to  ensure  that  the  pay  adjustments  provided 
by  the  committee  proposal  will  in  fact,   occur.     It  will  allow 
time  to  study  fully  the  Administration  figures  and  assumptions 
and  to  develop  a  meaningful  and  considered  pay  reform  plan. 

It  is  also  the  intent  of  the  committee  to  improve  sagging  morale 
in  the  Federal  workforce  by  injecting  a  measure  of  stability  into  an 
uncertain  situation.     The  committee  feels  that  Federal  employees  are 
entitled  to  have  some  idea  where  they  will  be  in  the  immediate  future, 
free  of  political  whim.     The  committee  is  confident  that  when  the 
dust  settles,  a  workforce  more  secure  in  its  future  will  be  more 
efficient . 

Over  the  long  haul,  reducing  the  real  wages  of  Federal  workers 
results  in  a  lower  quality  workforce,  slowing  production,  reducing 
service  and  making  government  more  expensive.     The  best  leave  and 
their  replacements  lack  the  knowledge,  experience,  and  capabilities 
of  their  predecessors.     The  economics  of  Federal  employee  pay  and 
benefits  are  simple  and  unavoidable.     You  get  what  you  pay  for. 
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The  committee  was  troubled  by  the  optimistic  economic  assumptions 
of  the  Administration  and  has  provided  a  floor  for  FY  1982,  '83 
and   '84  pay  adjustments.     If  the  adjustments  required  by  law  exceed 
the  projections  of  the  Administration,   the  floor  will  automatically 
be  increased  by  the  amount  the  Administration  has  underestimated  the 
increase . 

DUAL  COMPENSATION  FOR  MILITARY  RETIREES 

Existing  law  that  permits  some  retired  military  personnel 
employed  under  Civil  Service  to  receive  full  retirement  pay 
and  full  civilian  pay  simultaneously  has  long  been  the  subject 
of  controversy.     It  has  given  birth  to  the  epithet  "double-dipper". 
It  has  given  retired  military  people  a  distinct  advantage  over 
their  brothers  and  sisters  in  the  civilian  workforce. 

The  Dual  Compensation  Act  of  1964  was  enacted  to  help 
alleviate  a  difficult  manpower  problem  during  a  time  when  the 
Federal  government  was  experiencing  critical  problems  in  filling 
sensitive  civilian  positions  with  qualified  people.     At  that  time  a 
large  number  of  reserve  military  officers  were  nearing  retirement 
age  but  were  not  eligible  to  compete  for  hard-to-fill  civilian 
positions.     So  at  the  time  the  act  made  eminent  good  sense.  Today, 
however,  situations  in  both  the  military  and  the  civil  service  have 
been  reversed.     There  is  a  critical  military  manpower  shortage  at 
a  time  when  it  is  Administration  policy  to  shrink  the  size  of  the 
civilian  workforce.     Thus  the  committee  feels  that  it  makes  good 
sense  today  to  eliminate  the  financial  incentives  that  encourage 
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skilled  military  personnel  to  leave  the  services  and,   in  effect, 
walk  across  the  street  to  civilian  jobs  in  the  Defense  Department 
or  other  departments  or  agencies.     The  committee  also  feels 
that  a  question  of  equity  is  involved  in  this  issue  and  that 
all  those  retired  from  Federal  service  -  whether  military  or 
civilian  -  should  be  treated  equitably. 

The  question  of  equity  has  long  been  a  problem  for  those  who 
have  studied  this  issue,  including  the  General  Accounting  Office. 

In  a  letter  to  this  committee  on  August  2,   1977,  Comptroller 
General  Elmer  Staats  took  note  of  the  problem,  saying: 

"The  reemployment  of  retirees  by  the  Federal  Government  is 
a  source  of  experienced  personnel.     However,  the  differing 
compensation  practices  that  prevail  for  reemployed  retirees 
under  the  different  Federal  retirement  systems  are  neither 
fair  nor  equitable.     We  see  no  reason  why  reemployed  Federal 
retirees  should  be  treated  differently.     Again,  it  is  our 
opinion  that  both  salary  and  retirement  attributable  to  Federal 
service  should  not  be  paid  during  active  service  to  a  Federal 
employee . " 
DUAL  PAY  FOR  RESERVISTS  AND  GUARDSMEN 

Federal  employees  who  are  members  of  the  National  Guard  or 
the  Reserve  are  entitled  to  receive  both  their  civilian  pay  and 
military  pay  while  on  active  training  duty  under  existing  law. 
The  arguments  for  continuation  of  this  practice  are  cogent. 
Elimination  would  sharply  reduce  incentives  for  entering  or 
continuing  in  this  vital  service.     It  would  likely  encourage  the 
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46  states  who  emulate  the  Federal  practice  to  follow  suit.  The 
large  number  of  private  employers  who  either  duplicate  the  Federal 
policy  or  provide  differential  pay  likely  would  reconsider  their 
positions . 

These  arguments  notwithstanding ,  the  Reagan  Administration 
specifically  proposed  elimination  of  dual  pay  for  reservists  and 
members  of  the  National  Guard.     In  the  face  of  the  Administration 
proposal  and  an  iron-clad  mandate  to  produce  billions  of  dollars 
in  savings,  the  committee  deferred  to  the  judgment  of  the  Administration 
despite  its  conviction  that  the  ready  reserve  program  is  vital 
to  national  security.     This  is  but  one  more  example  of  how  the 
present  budget  procedure  strangles  the  legislative  process. 
REDUCTIONS  IN  FORCE 

It  appears  to  the  committee  that  the  Office  of  Personnel 
Management  is  reaching  beyond  its  statutory  authority  in  proposing 
to  regulate  with  respect  to  reductions  in  force  in  the  Senior 
Executive  Service.     The  approach  that  OPM  seems  to  be  taking  is  to 
allow  agencies  simply  to  separate  career  executives  if  the  agency 
decides  to  reorganize  or  abolish  positions. 

SES  was  created  to  provide  the  government  with  an  experienced, 
mobile  cadre  of  top  executives.  It  is  false  economy  simply  to  kick 
these  executives,  trained  at  great  government  expense,  out  into  the 
cold  because  of  RIFs  or  reorganizaion . 

The  committee  proposes  procedures  whereby  career  appointees 
left  jobless  as  the  result  of  RIFs  would  be  reassigned  to  another 
SES  position  for  which  they  are  qualified  in  the  same  agency.  If 
no  such  position  is  available,  the  SES  member  would  be  placed  some 
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place  else  in  the  government. 

At  a  time  when  some  of  the  best  and  brightest  people  in  Federal 
executive  positions  are  leaving  in  droves  because  of  the  executive 
pay  ceiling  and  because  they  can  do  far  better  in  the  public  sector, 
it  seems  to  the  committee  that  the  government  should  be  doing 
everything  possible  to  retain  what  talent  remains. 

While  it  is  impossible  to  put  a  dollar  figure  on  the  amount 
of  money  that  would  be  saved  by  keeping  and  utilizing  trained 
executives,  clearly  the  move  proposed  by  the  committee  would  result 
in  savings,  unless  all  accepted  assumptions  about  executive 
management  are  wrong. 
CONTRACTING  OUT 

The  committee  remains  deeply  suspicious  of  the  Administration's 
proposal  to  reduce  Federal  civilian  employment  on  grounds  that  it  will 
save  $1.7  billion  between  now  and  the  end  of  FY   '82.     It  has  become 
very  popular  in  recent  years  to  reduce  personnel  ceilings  with  great 
fanfare  and  to  proclaim  big  dollar  savings.     It  is  the  experience  of 
the  committee,  however,  that  these  savings  exist  only  on  paper. 

Experience  has  taught  the  committee  that  when  the  jobs  of  100 
GS-5  maintenance  workers  are  eliminated  the  positions  are  moved  to 
other  places  in  the  same  agency  at  higher  grades.     And  since  the 
maintenance  work  must  be  done  by  someone,  the  job  is  contracted  out 
and  100  new  bodies  are  hired.     And  while  it  may  be  cheaper  this  year, 
there  is  no  guarantee  for  future  years.     The  result  is  that  we  have 
increased  the  invisible  bureaucracy,  freed  up  personnel  slots  for 
higher  paid  employees  and  fooled  the  American  public. 
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To  ensure  that  this  does  not  happen  in  this  instance,  the 
committee  has  proposed  measures  that  would  link  contracting  out 
to  personnel  ceilings.     In  essence,  it  provides  that  Federal  personnel 
ceilings  be  adjusted  up  or  down,  as  appropriate,  to  reflect 
contracting-out  decisions  by  agencies.     It  also  provides  that  no 
employee  may  lose  a  job  due  to  contracting  out  without  a  cost 
comparison . 

An  awareness  that  employment  ceilings  are  often  used  to  lull 
both  the  public  and  the  government  itself  into  the  false  belief 
that  dollars  are  being  saved  certainly  is  not  original  with  this 
committee.     Comptroller  General  Elmer  Staats  put  the  problem  very 
succinctly  in  testimony  before  our  Subcommittee  on  Human  Resources 
in  1979. 

"Emphasis  on  limiting  the  number  of  persons  on  the  Federal 
payroll  may  obscure  the  reality  that  the  government  incurs  the 
cost  of  all  manpower  resources  devoted  to  Federal  programs  even 
though  many  of  the  people  are  not  on  the  Federal  payroll,"  he  said. 
"We  frankly  believe  that  personnel  ceilings  are  a  barrier  to 
effective  work  force  management." 
FRAUD  AND  WASTE 

The  committee  strongly  endorses  President  Reagan's  efforts 
to  eliminate  fraud,  waste  and  mismanagement  in  the  Federal  government. 
But  the  committee  feels  there  is  a  need  for  inducement  beyond  the 
mere  guarantee  of  protections  against  reprisals  for  those  making 
disclosures . 
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The  committee  proposes  cash  awards  for  Federal  employees  whose 
disclosures  result  in  cost  savings  to  the  government.     Under  the 
proposal  Inspectors  General  would  be  authorized  to  make  cash  awards 
for  disclosures,   saving  an  agency  money.     These  would  be  limited  to 
the  lesser  of  $10,000  or  1  percent  of  the  saving.     The  President 
would  also  be  authorized  to  give  not  more  than  50  cash  awards 
of  $20,000  each  year  for  disclosures  that  result  in  substantial 
savings  to  the  government. 

POSTAL 

REVENUE  FOREGONE 

The  committee  has  been  forced  to  reverse  traditional  national 
policy  by  reluctantly  reporting  severe  reductions  in  "revenue 
foregone"  appropriations  to  the  Postal  Service.     This  appropriation 
subsidizes  postal  rates  paid  by  certain  types  of  mailers,  such  as 
nonprofit  organizations,  rural  newspapers  and  libraries. 

Historically,   the  Federal  Government  has  helped  these  mailers 
pay  their  postal  bills,  not  as  a  special  favor  but  in  furtherance 
of  the  national  good.     Low  rates  for  small  newspapers  facilitate 
the  flow  of  necessary  information  in  all  sections  of  the  nation. 
Subsidized  rates  for  schools,  libraries,  and  suppliers  of  class- 
room materials  help  advance  the  education  of  our  young  people.  And 
low  rates  for  mailings  by  charitable  organizations  make  a  contribu- 
tion toward  helping  the  truly  needy. 


80-615  0-81-2 
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The  committee,  confronted  by  binding  reconciliation  instructions 
and  strong  advocacy  by  the  Reagan  Administration  to  slash  these 
appropriations,  has  had  to  report  legislation  which  will  sharply 
reduce  these  appropriations  and  greatly  increase  the  postage  bills 
paid  by  these  mailers.     The  committee  has  also  reluctantly  accepted 
the  position  of  OMB  Director  David  Stockman  and  placed  much  of  the 
burden  of  the  Administration's  proposal  on  the  shoulders  of  third- 
class  bulk  nonprofit  mailers.     Those  mailers  —  mainly  large 
charitable  and  philanthropic  organizations  —  will  have  their 
mailing  and  fundraising  costs  tremendously  increased  at  a  time 
when  the  Administration  is  saying,  in  other  contexts,  that  the 
nation  will  have  to  place  greater  reliance  on  private  giving. 

Again,  despite  the  public  price,  the  committee  was  left 
without  a  viable  alternative  under  a  procedure  that  ignores 
all  but  dollar  quotas. 
PUBLIC  SERVICE  APPROPRIATION 

To  reach  the  required  savings  target  on  the  postal  side  of 
the  reconciliation  ledger,  the  committee  was  forced  to  propose 
a  cut  in  the  public  service  appropriation  to  the  U.S.  Postal 
Service  of  $1,356  billion  over  the  three-year  period  from  FY  1982 
to  FY  1984. 
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This  appropriation  reimburses  the  Postal  Service  for  the  cost 
of  providing  nonprof itable  service  such  as  six-day  delivery  and 
the  maintenance  of  small  post  offices.     The  committee  was  thus 
faced  with  two  painful  choices.     After  careful  consideration 
it  concluded  that  elimination  of  6-day  service  would  be  intolerable. 
That  left  closing  of  small  post  offices  the  only  option.  The 
proposal  therefore  directs  the  Postmaster  General  to  develop 
and  submit  to  Congress  on  January  1,  1982,  a  plan  to  achieve 
$100  million  in  savings  by  FY  1984  through  closings  and  consolidations. 
It  is  estimated  that  about  10,000  small  post  offices  will  be 
affected . 

For  many  years,  critics  of  the  Postal  Service  have  alleged 
that  it  maintains  more  than  10,000  post  offices  that  not  only 
are  more  costly  than  the  revenues  they  produce,  but  allegedly 
provide  service  inferior  to  that  available  under  less  costly 
alternatives  such  as  the  extension  of  rural  routes.     In  1975, 
G-AO  reported  that  the  Postal  Service  had  identified  12,000 
small  post  offices  that  could  be  closed  without  adversely  affecting 
service,  and  that  the  annual  savings  from  such  closings  would  total 
$100  million.     GAO  recommended  that  the  Service  accelerate  its 
program  of  post  office  closings  and  consolidations  in  order  to 
achieve  the  potential  savings. 
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Because  of  intense  congressional  opposition,  however,  the 
Postal  Service  has  not  accelerated  the  pace  of  post  office  closings. 
Approximately  11,000  of  the  12,000  post  offices  GAO  identified 
remain  in  operation.     USPS  estimates  that  an  average  savings  of 
$10,000  per  post  office  could  be  achieved  by  closing  these  small, 
inefficient  post  offices. 

Despite  the  savings,  the  committee  believes  that  the  whole- 
sale closing  of  small  post  offices  is  unwise  and  detrimental  to 
the  nation's  welfare.     These  offices,  while  not  cost-effective 
when  measured  solely  in  terms  of  the  revenue  they  collect  for 
the  Postal  Service,  are  important  meeting  places  for  rural  citizens, 
establish  a  visible,  positive  presence  for  the  Federal  government 
in  rural  communities,  and  help  provide  a  community  identity  which 
most  Americans  —  whether  urban,  suburban,  or  rural  —  truly 
desire.     Furthermore,  the  committee  is  convinced  that  alternative 
services  cannot  fully  replace  these  facilities. 

Sadly,  however,  the  committee  once  again  was  forced  to  bow 
to  a  Draconian  budget  policy  that  has  but  one  goal. 

The  committee  has  fulfilled  its  obligation  to  a  single-minded 
procedure.     It  must  report,  however,  that  it  acted  with  a  great 
sense  of  foreboding. 

WILLIAM  D.  FORD 
Chairman 

MORRIS  K.  UDALL 

WILLIAM    (BILL)  CLAY 
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SECTION  ANALYSIS 


Subtitle  A  -  Civil  Service  Provisions 
Section  10001  -  Federal  Employee  Pay  Adjustments 

Section  10001(a)   sets  forth  the  adjustments  which  shall 
occur  under  the  Pay  Comparability  System  in  fiscal  years 
1982,   1983,  and  1984.     It  provides  that  the  adjustments  in 
the  rates  of  pay  under  the  General  Schedule  and  other 
statutory  pay  systems  under  section  5305  of  title  5,  United 
States  Code,   shall  be  5.8  percent,   7.4  percent,   and  7.0 
percent.     Since  the  specific  adjustment  to  be  made  under 
section  5305  is  mandated  by  section  10001(a),   both  the  usual 
comparability  adjustment  which  would  occur  under  section  5305( 
and  any  presidential  alternative  plan  under  section  5305(c) 
are  precluded.     Section  10001(a)  affects  only  the  "adjustment" 
which  will  occur  under  section  5305;   it  does  not  relieve  the 
parties  required  to  participate  in  determining  the  compara- 
bility adjustment  from  their  responsibilities  under  existing 
law.     Thus,   the  Bureau  of  Labor  Statistics  will  continue  to 
conduct  appropriate  pay  surveys,   and  the  pay  agent,  Federal 
Employees  Pay  Council,   and  the  Advisory  Committee  on  Federal 
Pay  will  continue  to  perform  those  functions  now  required  by 
law.     It  is  only  the  final  adjustment  which  is  preempted  by 
the  committee  proposal. 

(16) 
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Section  10001(b)  of  the  committee  proposal  provides  that 
pay  adjustments  under  the  Prevailing  Rate  Systems  shall  be 
the  same  as  those  under  the  Pay  Comparability  System. 
Paragraph  (1)  of  section  10001(b)  eliminates  any  "catch-up" 
adjustment  which  would  otherwise  occur  as  a  result  of  the 
expiration  of  the  current  "blue-collar"  pay  cap  contained  in 
section  114(a)(2)  of  Public  Law  96-369. 

The  following  chart  compares  the  pay  adjustments  which, 
according  to  the  President,   would  occur  under  existing  law 
and  under  the  President's  Pay  Reform  proposal,  with  the 
adjustments  which  will  occur  under  the  committee  proposal  if 
the  Administration's  economic  assumptions  are  correct: 


Increase  Under 
Existing  Law 

FY  1982  13.5% 

FY  1983  8.9% 

FY  1984  7.9% 


Increase  Under  Increase  Under 

Pay  Reform  Committee  Proposal 

4.8%  5.8% 

7.0%  7.4% 

7.0%  7.0% 


Section  10001(c)  provides  that  each  increase  shall  be 
the  same  percentage,  thus  ensuring  that  all  covered  employees 
will  receive  the  same  percentage  increase.     It  also  prescribes 
the  effective  dates  for  the  increases.     Those  dates  correspond 
to  the  dates  on  which  adjustments  would  occur  under  existing 
law. 
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Section  10001(d)  of  the  committee  proposal  provides  for 
the  adjustment  of  the  rates  prescribed  under  section  10001(a) 
in  the  event  the  Administration  has  underestimated  the  full 
comparability  adjustment  which  would  be  required  under 
existing  law.     It  provides  that  if  the  increase  recommended 
by  the  President's  pay  agent  for  fiscal  years  1982,   1983,  or 
1984  under  section  5305  of  title  5,  United  States  Code,  exceeds 
the  assumed  full  comparability  increase  for  that  year,   then  the 
increase  applicable  under  the  committee  proposal  shall  be 
increased  by  the  amount  the  recommended  increase  exceeds  the 
assumed  full  comparability  increase. 

The  assumed  full  comparability  adjustments  stated  in  the 
President's  Budget  are  13.5  percent,   8.9  percent,   and  7.9  percent 
for  fiscal  years  1982,   1983,  and  1984.     The  President's  out-year 
assumptions   (FY  1 983  and  FY  1984),   are  necessarily  based  on  the 
premise  that  the  full  comparability  adjustments  for  previous  years 
will  have  occurred.     The  8.9  percent  increase  assumed  for  FY  1983, 
for  example,   is  based  on  the  premise  that  the  full  13-5  percent 
would  be  granted  in  1982.     Similarly,   the  7.9  percent  FY  1984 
adjustment  is  based  on  the  premise  that  the  full  13.5  percent 
in  FY  1982  and  8.9  percent  in  FY  1983  will  have  occurred.  The 
full  increases  of  course  will  not  occur,   and  the  difference 
between  the  increases  which  actually  take  effect  and  those 
assumed  must  be  taken  into  account.     Accordingly,  paragraphs 
(2)(B)  and  (C)  provide  that  the  specific  assumed  increases 
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for  FY  1983  (8.9  percent)  and  PY  1984  (7-9  percent)  shall  be 
Increased  to  take  these  differences  into  account.     For  example, 
in  the  case  of  a  $10,000  pay  rate,  the  President's  Budget 
assumes  the  following  increases  would  occur  under  existing 
law: 

Assumed  Assumed 
Date  Pay  Rate  Percent  Increase 

July  1981  $10,000  N/A 

October  198I  $11,350  13.5  percent 

October  1982  $12,360  8.9  percent 

October  1983  $13,336  7-9  percent 

If  the  actual  increase  occurring  in  October  1981  is 
5.8  percent,  the  actual  rate  of  pay  would  rise  to  $10,580. 
To  take  into  account  the  difference  between  the  assumed  increase 
(13.5  percent)  and  the  actual  increase  (5.8  percent),  the 
percentage  increase  necessary  to  achieve  the  rate  of  pay 
assumed  in  the  President's  Budget  for  October  1982  ($12,360) 
is  determined.     That  percentage,  in  this  case  16.8  percent, 
is  the  appropriate  assumed  full  comparability  increase  under 
section  10001(d)(2)(B)  for  FY  1983  -     If  the  overall  percentage 
increase  recommended  by  the  President's  pay  agent  under 
section  5305(a)  for  fiscal  year  1 983  exceeds  16.8  percent, 
then  the  percentage  increases  otherwise  applicable  for  that 
year  under  subsections  (a)  and  (b)  of  section  10001  shall 
be  increased  by  the  appropriate  amount. 
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The  committee  recognizes  the  pay  agent,   in  performing 
its  responsibilities  under  section  5305,  may  change  methodology 
so  as  to  vary  the  recommendation  it  is  required  by  law  to 
make.     The  committee  stresses  that  it  would  be  highly  inap- 
propriate during  the  period  covered  by  the  committee  proposal 
for  the  agent  to  depart  from  methodology  it  currently  uses  in 
making  its  determinations. 

Section  10001(e)  is  a  safeguard  to  provide  that  the 
committee  proposal  may  not  result  in  any  Federal  employee 
being  paid  at  less  than  the  appropriate  minimum  wage  rate 
provided  under  the  Pair  Labor  Standards  Act  of  1938. 

Section  10001(f)  amends  existing  law  relating  to  the 
authority  of  the  President  to  submit  alternative  pay  plans 
(5  U.S.C.   5305(c)).     Under  current  law,   the  President  may 
submit  an  alternative  plan  "if,   because  of  national  emergency 
or  economic  conditions  affecting  the  general  welfare,  the 
President  should,   in  any  year  consider  it  inappropriate"  to 
make  a  full  comparability  adjustment   (emphasis  added). 
Presidents  of  both  political  parties  have  interpreted  the 
"economic  conditions"  criteria  so  broadly  to,   in  effect, 
deprive  it  of  any  real  meaning.     The  result  has  been  that  in 
seven  of  the  eleven  cases  where  adjustments  occurred  under  the 
law  a  President  has  submitted  an  alternative  plan. 
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The  committee  proposal  restricts  the  alternative  plan 
authority  by  deleting  the  "economic  conditions"  criteria  and 
providing  instead  that  a  plan  may  be  submitted  "because  of 
mandatory  wage  and  price  controls  of  general  application". 
Thus,  the  President  will  have  the  authority  to  arbitrarily 
cap  the  pay  of  Federal  employees  if  similar  controls 
are  applied  in  the  private  sector.     The  authority  to  submit 
an  alternative  plan  in  the  case  of  national  emergency  is 
not  changed.     The  amendments  made  by  section  10001(f)  will 
have  no  practical  effect  until  fiscal  year  1985,  since 
section  10001(a)  has  eliminated  any  alternative  plan 
authority  prior  to  that  time. 

Section  10002  -  Salary  of  Former  Members  of  Uniformed  Services 
to  be  Reduced  by  Amount  of  Retired  Pay 

Section  10002  of  the  committee  proposal  amends  the  provisions 
of  title  5,  United  States  Code,  affecting  the  pay  of  retired  members 
of  the  uniformed  services  who  are  employed  in  civil  service  positions. 
The  general  purpose  of  the  committee  amendment  is  to  treat  retired 
military  personnel  who  hold  civil  service  positions  in  substantially 
the  same  manner  as  retired  Federal  employees  who  are  reemployed 
in  civil  service  positions. 

Under  existing  law  (5  U.S.C.   5532(b)),  an  officer  of  a 
regular  component  who  retires  for  reasons  other  than  disability 
incurred  as  a  direct  result  of  war  or  armed  conflict  and  who 
is  subsequently  employed  in  a  civilian  position  in  the  Federal 
Government  is  required  to  take  a  reduction  in  military  retired 
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pay  during  the  period  of  civilian  employment.     At  the  present 
time,   such  a  retired  officer  may  receive  the  first  $5,999.44 
of  his  military  retired  pay  plus  one-half  of  the  remainder. 
This  reduction  does  not  apply  to  retired  Reserve  officers  or 
to  retired  enlisted  personnel.     In  addition,  under  5532(c)  of 
title  5,  United  States  Code,   all  retired  military  personnel, 
other  than  those  retired  for  combat  disabilities,  are  subject 
to  a  maximum  limitation  on  the  total  amount  they  may  receive 
in  military  retired  pay  and  civil  service  pay.     This  limitation 
is  the  rate  of  pay  for  Level  V  of  the  Executive  Schedule 
(currently  $50,112.50) . 

In  contrast  to  military  retirees,   retired  civilian  employees 
of  the  Government  who  are  reemployed  in  civil  service  positions 
have  their  civil  service  pay  reduced  by  the  full  amount  of  their 
civil  service  annuities   (see  5  U.S.C.   8344).     This  reduction  is 
based  on  the  general  policy  that  no  individual  should  receive 
both  retirement  pay  from  a  Federal  retirement  system  and  salary 
for  active  Federal  service  during  the  same  period  of  time. 

According  to  the  latest  information  available  to  the 
committee,  there  currently  are  approximately  142,500  retired 
military  personnel  employed  in  Federal  civil  service  positions. 
Of  this  number,  approximately  114,375  are  former  enlisted 
personnel.     Under  the  committee  proposal,  all  of  these 
military  retirees,   other  than  those  retired  with  combat 
disabilities  and  those  excepted  by  the  Office  of  Personnel 
Management  because  of  emergency  employment  needs, -will  have 


23 


their  civil  service  pay  reduced  by  the  full  amount  of  their 
military  retired  pay.     In  the  case  of  retired  officers,  the 
average  reduction  in  pay  in  fiscal  year  1982  will  be  $15,800. 
For  retired  enlisted  personnel,   the  average  reduction  in 
fiscal  year  1982  will  be  $9,200. 

Specifically,   subsection  (a)  of  section  5532,   as  amended 
by  the  committee  proposal,  provides  that  in  the  case  of  any 
member  or  former  member  of  a  uniformed  service  who  is  receiving 
retired  or  retainer  pay  and  who  holds  a  position,  an  amount  equal 
to  the  retirement  pay  which  is  allocable  to  the  period  of  actual 
employment  shall  be  deducted  from  the  individual's  pay  for 
that  position,  except  in  the  case  of  lump-sum  annual  leave 
payments  under  section  5551  of  title  5.     The  terms  "member", 
"position",  and  "retired  or  retainer  pay"  are  presently 
defined  in  section  5531  of  title  5,  and  such  definitions 
will  continue  to  be  applicable  for  purposes  of  section  5532, 
as  amended  by  the  committee.     The  reduction  in  civil  service 
pay  required  by  this  subsection  is  identical  to  the  reduction 
required  under  section  8344(a)  in  the  case  of  reemployed 
civil  service  annuitants.     For  purposes  of  determining  civil 
service  retirement  contributions  and  benefits,  Federal 
employees'  life  insurance  benefits,  and  other  benefits  or 
limitations  based  on  the  employee's  rate  of  pay,   the  committee 
understands  that  the  military  retiree's  unreduced  rate  of 
pay  will  be  the  appropriate  rate  for  such  purposes. 


24 


Subsection  (a)  of  section  5532,  as  amended,  further 
provides  that  the  amounts  deducted  from  pay  shall  be  deposited 
into  the  general  fund  of  the  Treasury,  except  in  the  case  of 
deductions  from  the  pay  of  individuals  employed  by  the  U.S. 
Postal  Service.     With  respect  to  the  amounts  deducted  from 
Postal  Service  employees,   see  the  following  discussions  of 
sections  10101  and  10104  of  the  committee  proposal.  The 
requirement  to  deposit  such  amounts  in  the  Treasury  currently 
applies  in  the  case  of  reemployed  civil  service  annuitants. 

Subsection  (b)  of  section  5532,  as  amended  by  the  committee, 
excepts  certain  combat-related  disability  retirees  from  the  pay 
reduction  provisions  of  subsection  (a).     The  exceptions  are 
identical  to  those  provided  under  subsection  (d)(1)  of  the 
existing  section  5532. 

Subsection  (c)  of  section  5532  authorizes  the  Office  of 
Personnel  Management  to  grant  exceptions  to  the  pay  reduction 
provisions  of  subsection  (a)  only  when  necessary  to  meet  special 
or  emergency  employment  needs  which  result  from  a  severe  shortage 
of  well-qualified  candidates  for  positions.     The  committee  will 
expect  strict  adherence  by  0PM  to  the  statutory  conditions  upon 
which  exceptions  may  be  made. 

Subsection  (d)  of  section  5532,   as  amended,  provides 
that  the  new  provisions  of  section  5532  shall  not  apply  to 
certain  Federal  judges  whose  compensation  may  not,  under 
section  1  of  Article  III  of  the  Constitution,   be  diminished 


25 


during  the  individual's  continuance  in  office.  However, 
these  judges  will  remain  subject  to  the  existing  provisions 
of  section  5532  and  to  the  provisions  of  section  308(g)  of 
the  Civil  Service  Reform  Act  of  1978. 

Subsection  (e)  of  section  5532,  as  amended,  authorizes 
the  Office  of  Personnel  Management  to  prescribe  regulations 
necessary  for  the  administration  of  section  5532,  as  it  applies 
to  positions  in  the  executive  branch. 

Section  10002(a)(2)  of  the  committee  proposal  amends 
section  8116(a)  of  title  5,  United  States  Code,   relating  to 
Federal  employees'   compensation  for  work  injuries.     Under  that 
section,  an  employee  may  receive  compensation  for  work  injuries 
concurrently  with  military  retired  pay  but  the  receipt  of 
retired  pay  is  subject  to  reduction  in  accordance  with  the 
existing  provisions  of  section  5532(b)  of  title  5«     The  com- 
mittee amendment  to  section  8116(a)  makes  clear  that  the 
reference  therein  to  section  5532(b)  is  to  the  existing  law 
and  not  to  section  5532(b)  as  amended  by  section  10002  of 
the  committee  proposal. 

Section  10002(b)(1)  of  the  committee  proposal  requires 
the  Comptroller  General  to  conduct  a  review  to  identify 
instances  in  which  individuals  concurrently  receive  annuities 
or  retired  pay  under  retirement  systems  for  civilian  employees 
of  the  Government  and  pay  for  civil  service  positions. 

Section  10002(b)(2)   requires  the  Comptroller  General 
to  submit  his  report  on  the  results  of  the  review  not  later 
than  180  days  after  the  date  of  the  enactment  of  the 
reconciliation  act. 
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Section  10002(c)(1)  provides  that  the  amendments  made  by 
section  10002  shall  take  effect  with  respect  to  pay  periods 
beginning  on  or  after  October  1,   1981,  and  shall  apply  to  any 
member  or  former  member  of  a  uniformed  service,  whether  appointed 
or  elected  to  a  position  before,  on,  or  after  October  1,   19 81 . 

Section  10002(c)(2)  makes  clear  that  the  United  States  Postal 
Service  and  its  employees  are  not  exempted  from  the  amendments 
made  by  section  10002  of  the  committee  proposal. 
Section  10003  -  Elimination  of  Certain  Dual  Pay 

Under  existing  law,  Federal  employees  who  are  members  of 
the  National  Guard  or  Reserve  are  entitled  to  receive  both 
their  civilian  pay  and  military  pay  while  on  active  duty  for 
training  with  the  Guard  or  Reserve  in  a  military  leave  status. 
Under  section  6323(a)  of  title  5,   United  States  Code,   in  excess 
of  100,000  Federal  employees  are  entitled  to  15  days  of  military 
leave  with  pay  each  year.     Section  10003  of  the  committee  pro- 
posal would  eliminate  this  dual  compensation  by  limiting  payment 
to  military  pay  plus  the  difference  between  the  military  pay  and 
the  employee's  civil  service  pay  for  the  period  of  training. 
Specifically,  section  10003  amends  section  5519  of  title  5, 
United  States  Code,  to  provide  that  an  amount  received  by  an 
employee  for  military  service  as  a  member  of  the  Reserve  or 
National  Guard  for  a  period  of  military  leave  under  section 
6323(a)  shall  be  credited  against  the  pay  payable  to  the 
employee  with  respect  to  his  civilian  position  for  that 
period.     The  amendment  to  section  5519  takes  effect  on  the 
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first  day  of  the  first  applicable  pay  period  beginning  on  or 
after  October  1,  1981. 

Section  10004  -  Personnel  Ceilings  and  Contracting  Out  of  Federal 
Functions 

Subsection  (a)  of  section  10004  of  the  committee  proposal 
amends  part  III  of  title  5,  United  States  Code,  by  inserting  after 
chapter  35  a  new  chapter  37.     The  new  chapter  37  consists  of  seven 
new  sections  (5  U.S.C.   3701-3707).     Section  references  used  below 
are  references  to  the  new  sections  in  title  5  as  added  by  the 
proposal. 

Section  3701  states  the  policy  of  the  Congress  with  respect 
to  personnel  ceilings.     Paragraph  (1)  states  it  is  the  policy  of 
the  Congress  that  to  be  effective,  personnel  ceilings  should 
take  into  account  both  the  size  of  the  Federal  work  force  and 
the  extent  to  which  functions  which  could  be  performed  by  the 
Federal  work  force  are  performed  under  contract  by  non-Federal 
personnel.     This  policy  is  implemented  by  section  3704  which 
provides  for  adjustments  to  personnel  ceilings  to  reflect  con- 
tracting activity. 

Paragraph  (2)  states  it  is  the  policy  of  the  Congress  that 
the  establishment  and  administration  of  personnel  ceilings  should 
reflect  three  considerations.     First,  functions  which  are 
inherently  governmental  should  be  performed  by  Federal  employees 
(section  3701(2) (A)).     This  restates  current  policy  contained 
in  Office  of  Management  and  Budget  Circular  A-76,  Revised 
(March  29,  1979)   (hereinafter  Circular  A-76).     Section  5.f.  of 
that  circular  defines  a  "Governmental  function"  as  "a  function 
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which  must  be  performed  in-house  due  to  a  special  relationship 
in  executing  Governmental  responsibilities".     The  circular  goes 
on  to  describe  several  categories  of  Governmental  functions  such 
as  exercising  Governmental  authority  (e.g.,  investigations, 
prosecutions,    judicial  functions,   conducting  foreign  relations, 
and  regulating  industry  and  commerce),  and  maintaining  in-house 
core  capabilities  in  the  area  of  research,   development,  and 
testing.     Another  consideration  is  that  products  and  services 
which  only  the  private  sector  may  feasibly  provide  should  be 
obtained  by  contract   (section  3701(2) (B)).     This  recognizes 
that  in  some  instances  it  is  not  feasible  for  the  Government 
to  provide  products  and  services,  and  in  those  cases  the 
products  and  services  must  be  obtained  by  contract.     The  final 
consideration  is  cost,  and  section  3701(2) (C)   states  that  in 
cases  not  governed  by  the  preceding  two  considerations  (i.e. 
Governmental  functions  and  feasibility),   determinations  to 
obtain  products  or  services  for  the  Government  should  be  based 
on  cost-effectiveness. 

Paragraph  (3)  states  it  is  the  policy  of  the  Congress  that 
Federal  executives  and  managers  should  be  responsible  for 
enforcing  personnel  ceilings  and  contracting-out  requirements. 
The  committee  has  found  that  current  requirements  contained 
in  Circular  A-76  concerning  contracting-out  are  widely  ignored 
and  largely  unenforced.     The  committee  believes  executives 
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and  managers  should  be  accountable  for  observing  these  requirements 
and  to  implement  this  policy  section  10004(c)  of  the  proposal, 
discussed  below,  amends  the  appropriate  provisions  of  law  to 
require  that  performance  appraisals  of  executives,  supervisors, 
and  managers  take  into  account  this  responsibility. 

Finally,  paragraph  (4)  states  it  is  the  policy  of  the 
Congress  that  the  cost-effectiveness  of  having  Federal  employees 
perform  functions,  as  compared  to  having  the  functions  con- 
tracted out,  should  be  reevaluated  when  the  costs  of  contracting 
significantly  increase.     The  committee  is  very  concerned  over 
the  numerous  instances  of  "buy-in"  pricing  by  contractors 
which  have  come  to  its  attention  in  the  past.     While  Circular 
A-76  discusses  this  problem  (see  section  9 • a . ( 4 ) ) ,  evidence 
developed  by  the  committee  indicates  that  the  circular  has 
not  been  effective  in  dealing  with  the  problem.     Section  3703(b) 
discussed  below,  deals  directly  with  the  "buy-in"  problem. 

Section  3702  defines  certain  terms  for  the  purpose  of  the 
new  chapter  37  of  title  5. 

Paragraph  (1)  of  section  3702  defines  "agency"  as  an 
Executive  agency  as  defined  in  section  105  of  title  5,  but 
not  the  General  Accounting  Office. 

Paragraph  (2)  of  section  3702  defines  "personnel  ceiling". 
The  term  "personnel  ceiling"  is  defined  to  mean  any  limitation 
on  the  maximum  number  of  employees  within  any  agency  (or  any 
unit  within  an  agency),  whether  that  limitation  is  established 
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by  statute  or  by  administrative  action.     Examples  of  statutory 
limitations  include  section  501(a)  of  the  Department  of  Defense 
Authorization  Act,  Fiscal  Year  1980  (Public  Law  96-107)  which 
established  a  strength  in  civilian  personnel  of  the  Department 
of  Defense  as  of  September  30,   I98O,  of  983,600,  and  limitations 
which  pursuant  to  section  403(a)(1)  of  the  Department  of 
Education  Organization  Act  (Public  Law  96-88)  are  required  to 
be  included  in  future  appropriation  acts  containing  appropria- 
tions for  the  administration  of  the  Department  of  Education. 
Limitations  established  by  administrative  action  include  those 
routinely  established  for  the  various  agencies  by  the  Office 
of  Management  and  Budget.     The  phrase  "unit  within  an  agency" 
is  intended  to  include  only  major  organizational  units  and  is 
not  intended  to  include  individual  offices  within  such  units. 
This  term  is  intended  to  include  any  Government-wide  ceiling 
because  such  a  ceiling  consists  of  the  sum  of  the  ceilings 
of  the  various  departments  and  agencies.     Personnel  ceilings 
should  be  determined  on  full-time  equivalent   (FTE)  bases  as 
the  entire  executive  branch  will  shift  to  a  FTE  system  in 
fiscal  year  1982. 

Section  3702(3)  defines  the  key  term  "contract  involving 
personal  services"  to  mean  "any  contract  providing  for  the 
performance  of  any  function  which  would  be  feasible  for  any 
agency  to  perform".     The  test  of  whether  a  contract  is  a 
"contract  involving  personal  services",  and  therefore  subject 
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to  the  provisions  of  chapter  37  of  title  5,  as  added  by  the 
proposal,  is  whether  it  is  feasible  for  an  agency  to  perform 
the  function  contracted  for.     If  only  the  private  sector  may 
feasibly  perform  the  function,   then  a  contract  involving  that 
function  is  not  "a  contract  involving  personal  services".  The 
definition  corresponds  directly  to  the  statement  of  policy  in 
section  3701(2) (B)  that  products  and  services  which  only  the 
private  sector  may  feasibly  provide  should  be  obtained  by 
contract . 

There  are  numerous  instances  where  it  is  not  feasible 
for  an  agency  to  perform  a  function,  particularly  in  connection 
with  the  production  of  goods.     In  these  cases  it  is  not 
feasible  for  an  agency  to  purchase  or  develop  the  capital 
plant  or  equipment  necessary  to  perform  the  function.  In 
some  cases  only  one  suitable  production  facility  is  available 
even  in  the  private  sector.     For  example,  in  the  96th  Congress, 
$2  billion  was  appropriated  for  the  construction  of  a  large 
nuclear  aircraft  carrier.     Since  the  privately  owned  Newport 
News  Shipyard  and  Dry  Dock  Company,  Newport  News,  Virginia, 
is  the  only  facility  capable  of  accommodating  the  construction 
of  a  ship  of  this  size,  it  is  not  feasible  for  the  Government 
to  perform  this  function. 

The  Government  also  often  contracts  for  services  of  a 
limited  duration  where  the  skills  required  cannot  be  developed 
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in-house  or  are  unavailable  In  the  temporary  labor  market.  Since 
a  temporary  employment  situation  is  effectively  ruled  out  by 
non-availability  of  required  skills  in  the  short-term  labor 
market  and  permanent  employment  cannot  be  justified  on  the  basis 
of  continuing  need,  private  sector  performance  is  the  only 
feasible  option. 

Section  3702(4)  defines  "renewal",  when  used  with  respect 
to  any  contract,  to  include  any  renewal  or  extension  of  the 
contract   (whether  or  not  pursuant  to  the  provisions  of  the 
contract)  or  the  entering  into  of  any  other  contract  which  has 
the  same  or  substantially  the  same  parties  and  involves  the 
same  or  substantially  the  same  functions.     The  definition  is 
necessarily  broad  since  the  term  as  used  in  section  3703(b), 
relating  to  determinations  of  cost-effectiveness,   is  intended 
to  address  several  different  situations  where  the  potential 
exists  for  "buy-in"  pricing.     First,   the  term  includes  pre- 
priced  renewals  or  renewal  options  provided  for  under  the  terms 
of  the  original  contract.     These  types  of  contract  provisions 
are  encouraged  pursuant  to  section  9. a. (4)  of  Circular  A-76. 
Second,   the  definition  includes  renewals  or  extensions  which 
are  not  provided  for  under  the  provisions  of  the  contract  but 
which,  nevertheless,  are  agreed  to  by  the  parties.     Third,  the 
term  includes  the  renegotiation  of  an  existing  contract  since 
the  agreement  reached  as  the  result  of  the  renegotiation 
constitutes  a  new  contract  involving  the  same  parties  and 
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functions.     Finally,   to  ensure  that  the  definition  may  not  be 
skirted  by  characterizing  a  renewal  or  extension  as  a  new  con- 
tract, the  definition  specifically  provides  that  the  entering  into 
of  a  new  contract  which  has  the  same  or  substantially  the  same 
parties,  involves  the  same  or  substantially  the  same  functions, 
and  is  entered  into  within  a  reasonable  period  of  time 
following  the  expiration  of  the  earlier  contract  shall  be  con- 
sidered a  "renewal".     In  this  last  case,  reasonableness 
should  be  related  to  the  length  and  purpose  of  the  contract. 
For  example,  a  new  two-year  contract  when  the  original  con- 
tract was  for  two  months  and  expired  8  months  before  is  not 
a  "renewal".     However,  a  new  two-year  contract  extending  a 
two-year  contract  which  expired  the  previous  month  and  which 
meets  the  other  tests  shall  be  considered  a  "renewal". 

Section  3702(5)  states  that  "part-time  career  employ- 
ment" has  the  meaning  given  that  term  in  section  3^01  of 
title  5,  United  States  Code.     Section  3^01  defines  "part-time 
career  employment"  to  mean  "part-time  employment  of  16  to  32 
hours  a  week  under  a  schedule  consisting  of  an  equal  or  varied 
number  of  hours  per  day,  whether  in  a  position  which  would  be 
part  time  without  regard  to  [section  3^01]  or  one  established 
to  allow  job-sharing  or  comparable  arrangements,  but  does  not 
include  employment  on  a  temporary  or  intermittent  basis". 

Subsection  (a)(1)  of  section  3703  requires  certain  actions 
by  an  agency  head  when  cost  comparisons  are  conducted  in 
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connection  with  contracting-out  determinations.     Subsection  (a), 
itself,  does  not  require  that  any  cost  comparisons  be  conducted. 
If  such  a  comparison  is  required  by  other  authority  such  as 
section  9  of  Circular  A-76  (in  the  case  of  new  contracts)  or 
section  3703(b)   (in  the  case  of  certain  contract  renewals), 
subsection  (a)   requires  the  head  of  the  agency  involved  to  make 
one  of  two  certifications  to  the  Office  of  Management  and  Budget. 
Paragraph  (1)  of  subsection  (a)   requires  the  head  of  the  agency 
to  certify  that  the  organizational  unit  which  is  performing 
the  function  (or  which  would  perform  it  if  it  were  not  con- 
tracted for)  is  organized  and  staffed  for  the  most  cost- 
effective  performance  of  its  functions.     If  the  agency  is 
unable  to  make  that  certification  because  the  function  involved 
is  not  so  organized  and  staffed,   the  head  of  the  agency  must 
certify  that:    (A)   the  cost  comparison  was  conducted  as  if 
the  unit  were  organized  and  staffed  for  the  most  cost-effective 
performance  of  its  functions;  and  (B)  all  steps  necessary  to 
assure  that  the  organizational  unit  will  be  so  organized  and 
staffed  will  be  taken  as  soon  as  is  practicable  and  in  accordance 
with  applicable  laws,   regulations,   directives,  and  collective- 
bargaining  agreements.     Paragraph  (2)   of  subsection  (a)  provides 
that  paragraph  (1)   shall  only  apply  to  contracts  involving 
personal  services   (as  defined  in  section  3702(3)). 

Several  points  should  be  noted  concerning  section  3703(a). 
In  determining  whether  an  organizational  unit  is  organized  and 
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staffed  for  the  most  cost-effective  performance  of  its  functions, 
all  functions  performed  by  that  unit  must  be  considered.  For 
example,  assume  unit  X  has  three  discrete  functions,  A,  B,  C, 
and  function  A  is  being  considered  for  contracting  out.  Unit 
X  could  be  organized  and  staffed  in  numerous  ways.     It  is 
possible  that  no  single  organization  would  result  in  each 
individual  function,  A,  B,  and  C,  being  performed  in  the  most 
cost-effective  manner.     Staffing  pattern  No.   1  could  result  in 
maximum  cost-effectiveness  for  performing  A  and  B,  but  function 
C  would  be  at  less  than  peak  cost-effectiveness.  Similarly, 
staffing  pattern  No.  2  could  result  in  B  and  C  being  most 
cost-effective  with  function  A  performing  at  less  than  peak. 
Under  section  3703(a)  the  organization  and  staffing  which  must 
be  used  for  making  a  cost  comparison  is  that  organization  and 
staffing  which  overall  provides  for  the  most  cost-effective 
performance  of  all  functions   (functions  A,  B,  and  C)  for  which 
the  unit  is  responsible.     As  a  result  the  organization  and 
staffing  used  for  the  cost  comparison  may  not  be  that  which 
provides  the  most  cost-effective  performance  of  the  function 
which  is  being  considered  for  contracting.     In  the  above 
example,  if  staffing  pattern  No.   2  was  the  overall  most  cost- 
effective  for  performing  all  three  functions   (functions  A,  B, 
and  C)  the  cost  comparison  would  be  done  on  that  staffing  even 
though  it  was  not  the  most  cost-effective  organization  for  the 
performance  of  function  A,  the  function  being  considered  for 
contracting  out.     In  order  to  ensure  that  the  same  function  is 
being  compared,  the  cost  comparison  shall  use  the  same  scope 
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of  work  for  performance  under  a  contract  as  by  the  agency  in  the 
most  cost-effective  staffing  and  organization. 

An  organizational  unit  may  not  be  in  its  most  cost-effective 
posture  for  a  number  of  reasons.     Two  common  reasons  are  that  it 
is   (1)  overstaffed  or  (2)  understaffed.     Consider  for  example,  an 
industrial  function.     If  a  unit  is  overstaffed,   the  cost  per  unit 
produced  will  be  inflated  by  the  cost  of  the  salaries  of  the 
unnecessary  workers.     If  a  unit  is  understaffed  because  of  an 
artifically  low  personnel  ceiling,   it  may  be  unable  to  take 
advantage  of  certain  economies  of  scale,   and  its  cost  per  unit 
will  also  be  inflated.     In  both  cases,   section  3703(a)  requires 
that  a  cost  comparison  be  conducted  as  if  the  unit  were  in  its 
most  cost-effective  posture.     It  also  requires  the  agency  head 
to  certify  that  all  necessary  steps  to  achieve  that  posture  will 
be  taken  as  soon  as  is  practicable. 

Section  3703(b)  addresses  the  problem  of  "buy-in"  pricing 
and  requires  cost  comparisons  to  be  conducted  in  connection 
with  renewals  of  certain  contracts.     A  cost  comparison  is 
required  only  if  the  renewal  involves  a  contract  involving 
personal  services  (as  defined  in  section  3702(3))  and  if  a 
cost  comparison  was  conducted  in  connection  with  the  letting 
of  the  original  contract. 

Paragraph  (1)  of  section  3703(b)  provides  that  in  the 
case  of  the  renewal  of  any  contract  involving  personal  services 
for  which  a  cost  comparison  between  having  the  function  involved 
performed  directly  by  the  agency  and  having  it  performed 
under  a  contract  was  conducted,  the  head  of  the  agency 
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involved  must  certify  to  the  Office  of  Management  and  Budget  th; 
(A)  a  new  cost  comparison  has  been  performed  in  connection  with 
the  renewal,  and  (B)  the  renewal  is  consistent  with  applicable 
laws,   regulations,  directives,  and  collective-bargaining  agree- 
ments.    Paragraph  (2)  provides  that  the  requirements  of 
section  3703(a),  discussed  above,  apply  to  new  cost  comparisons 
under  paragraph  (1)  conducted  in  connection  with  contract 
renewals . 

Paragraph  (3)  of  section  3703(b)  provides  that  the  Office 
of  Management  and  Budget  may  promulgate  regulations  for 
exemptions  from  the  requirement  of  paragraph  (1)  that  a  new 
cost  study  be  performed  before  a  contract  renewal,   if  there 
will  not  be  a  significant  increase  in  the  annual  rate  of 
expenditures  of  the  United  States  as  a  result  of  the  renewal. 

Section  3704  requires  agencies  to  determine  and  report 
to  the  Office  of  Management  and  Budget  the  number  of  full- 
time  equivalents  required  to  perform  certain  functions  being 
considered  for  contracting  out,  and  provides  for  adjustments 
in  agency  personnel  ceilings  to  reflect  the  extent  to  which 
functions  are  contracted  out  or  brought  in-house  for 
performance . 

Paragraph  (1)  of  section  3704(a)  requires  an  agency, 
within  30  days  after  it  enters  into  any  contract  involving 
personal  services  with  any  person  or  unit  of  State  or  local 
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government,  to  submit  to  the  Office  of  Management  and  Budget 
a  report  setting  forth  the  number  of  employees  (PTE's)  which 
would  be  required  to  perform  the  functions  contracted  for  if 
those  functions  were  performed  directly  by  the  agency.  In 
other  words,  when  an  agency  contracts  out  a  function,  it  must 
report  to  OMB  the  number  of  agency  employees  that  would  have 
been  necessary  to  perform  the  function  in-house. 

Paragraph  (2)   of  section  3704(a)   requires  any  agency, 
within  30  days  after  it  reviews  any  function  and  determines, 
in  accordance  with  applicable  laws,   regulations,  directives, 
and  collective-bargaining  agreements,   that  the  performance 
of  that  function  directly  by  the  agency  — 

(A)   could  not  be  undertaken  or  continued  because  of 
any  personnel  ceiling,    (B)  would  be  feasible  (determined 
without  regard  to  any  personnel  ceiling),   and  (C)  would 
be  more  cost-effective  than  if  performed  under  a  con- 
tract involving  personal  services,   to  submit  to  the 
Office  of  Management  and  Budget  a  report  setting  forth 
the  number  of  employees   (FTE's)  which  would  be  required 
for  the  agency  to  directly  perform  that  function.  In 
other  words,   if  an  agency  determines  it  would  be  cheaper 
to  perform  a  function  in-house,   but  a  personnel  ceiling 
prevents  in-house  performance,   the  agency  is  required 
to  report  the  number  of  employees   (FTE's)   it  would  need 
to  perform  the  function  in-house. 
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Paragraph  (3)  of  section  3704(a)  prescribes  how  the  number 
of  employees  required  to  be  reported  under  paragraphs   (1)  and 
(2)  shall  be  determined.     If  a  cost  comparison  was  conducted 
for  the  function  involved,   the  number  reported  is  the  number 
of  full-time  equivalents  determined  appropriate  in  that  cost 
comparison.     If  a  cost  comparison  was  not  conducted,  the 
number  is  the  number  of  full-time  equivalents  which  would  be 
required  to  perform  the  function  if  the  agency  directly 
performed  it. 

Section  3704(b)  provides  that  any  personnel  ceiling 
applicable  to  an  agency  shall  be  increased  or  decreased,  as 
appropriate,  by  the  Office  of  Management  and  Budget  to  reflect 
the  number  of  employees  reported  to  the  Office  under  section 
3704(a),  discussed  above.     Such  an  adjustment  would  affect 
the  Government-wide  ceiling.     Section  3704(b)  further  provides 
that  the  adjustment  must  be  made  within  30  calendar  days  after 
the  submission  of  the  report,  unless  the  Office  finds  that 
the  determinations  made  by  the  agency  involved  were  not  in 
accordance  with  applicable  laws,   regulations,   directives,  and 
■collective-bargaining  agreements.     If  0MB  makes  such  a 
determination,   the  committee  expects  it  to  work  with  the  agency 
involved  to  develop  correct  determinations,  and  then  make 
the  appropriate  adjustments  to  the  agency's  personnel  ceiling. 
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Section  3704(c)  provides  that  the  provisions  of  subsection 
(a)(1)  of  section  3704,   relating  to  reports  which  will  lead  to 
a  reduction  in  an  agency's  personnel  ceiling,   shall  not  apply 
with  respect  to   (1)  any  contract  involving  personal  services 
entered  into  before  the  effective  date  of  section  3704,  and 
(2)   the  renewal  of  any  such  contract  on  or  after  the  effective 
date  of  section  3704  which  was  initially  entered  into  before 
that  date. 

Section  3705  provides  that  in  administering  any  personnel 
ceiling  applicable  to  an  agency   (or  unit  therein)   or  any 
provision  of  chapter  37,   any  employee  employed  by  such  agency 
on  a  part-time  career  employment  basis  shall  be  counted  as  a 
fraction  which  is  determined  by  dividing  40  hours  into  the 
average  number  of  hours  of  such  employee's  regularly  scheduled 
workweek . 

Section  3706(a)   requires  the  Office  of  Management  and 
Budget,  within  90  days  after  the  close  of  each  fiscal  year, 
to  submit  a  report  to  the  Congress  regarding  personnel  ceilings 
and  contracts  involving  personal  services  for  that  year.  Each 
report  is  required  to  include  the  following  information:  (1) 
the  number  of  contracts  involving  personal  services  entered 
into  by  each  agency  during  the  fiscal  year  covered  by  the 
report;   (2)   the  number  of  employees  stated  in  full-time 
equivalents  which  would  have  been  employed  by  the  agency  in 
the  absence  of  the  contracts;  and  (3)  a  statement  of  the 
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adjustments  made  by  the  Office  to  personnel  ceilings  applicable 
to  each  agency. 

Section  3706(b)(1)  requires  that  each  agency  include 
with  its  request  for  regular  appropriations  for  each  fiscal 
year  which  is  submitted  to  the  Director  of  the  Office  of 
Management  and  Budget  an  itemized  statement  of  the  amounts 
requested  by  the  agency  for  procurement  in  such  fiscal  year. 
The  identification  will  be  by  subf unctional  categories  and 
identify  amounts  according  to  (A)  amounts  requested  for  the 
procurement  of  consulting  services,  management  and  pro- 
fessional services,  and  special  studies  and  analyses,  and 
(B)  amounts  requested  for  other  contracts  involving  personal 
services. 

Paragraph  (2)  of  subsection  (b)  requires  that  the  budget 
transmitted  by  the  President  to  the  Congress  separately  identify 
for  each  agency  requests  for  new  budget  authority  and  estimates 
of  outlays  in  a  like  manner  according  to  subf unctional  categories. 
This  paragraph  also  requires  that  the  budget  contain  an  analysis 
of  each  request  for  new  budget  authority  and  of  the  estimated 
outlays.     A  justification  of  the  need  for  each  request  and 
estimate  is  also  required. 

Paragraph  (3)  of  section  3706(b)   requires  that  any 
revisions  of  any  request  or  estimate  required  by  the  pre- 
ceding paragraph  must  be  promptly  transmitted  to  the  Congress. 
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These  revisions  shall  be  accompanied  by  an  analysis  and  statement 
justifying  the  revisions. 

Section  3707  provides  that  the  requirements  of  section  3704, 
relating  to  adjustments  to  personnel  ceilings,  and  section  3706 
(a)(2)  and  (3),   relating  to  the  reporting  of  certain  information, 
shall  not  apply  with  respect  to  any  contract  if  the  head  of  the 
agency  involved  certifies  to  the  Office  of  Management  and 
Budget:    (1)  that  the  total  aggregate  expenditure  of  the 
United  States  under  the  provisions  of  the  contract  does,  not 
exceed  $100,000  over  the  term  of  the  contract   (including  any 
period  of  renewal  provided  for  under  the  contract  provisions)] 
and  (2)   that  no  other  contract  or  contracts  exist  or  are  to  be 
entered  into  by  that  agency  (A)  which  involve  the  performance 
of  the  same  function  during  any  fiscal  year  in  which  the 
contract  is  in  effect,  and  (B)  under  which  the  total  expenditure 
of  the  United  States   (when  aggregated  with  the  contract  involved) 
would  exceed  $100,000.     The  $100,000  threshold  limit  provided 
under  section  3707(a)   corresponds  to  an  identical  threshold 
limit  established  by  section  9. a. (5)  of  Circular  A-76. 
Section  9. a. (5)  generally  excludes  contracts  involving  less 
than  $100,000  in  annual  operating  costs  from  the  requirement 
that  a  cost  comparison  be  conducted.     It  should  be  noted  that 
section  3707  is  drawn  carefully  to  prevent  agencies  from  (1) 
entering  into  contracts  with  renewal  options  to  avoid  the 
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$100,000  threshold  (expenditures  during  a  period  of  renewal  must 
be  aggregated  with  expenditures  during  the  term  of  the  original 
contract  to  determine  if  the  threshold  is  met),  or  (2)  breaking 
a  contract  into  two  or  more  smaller  contracts  to  avoid  the 
threshold  (all  contracts  which  involve  the  performance  of  the 
same  function  during  a  fiscal  year  must  be  aggregated  to 
determine  if  the  threshold  is  met). 

Paragraph  (2) (A)  of  section  10004(a)   repeals  section  3404 
of  title  5,  United  States  Code.     Section  3404,  which  for 
purposes  of  personnel  ceilings  requires  counting  part-time 
career  employees  as  a  fraction  determined  by  dividing  40  hours 
into  the  number  of  hours  worked,  is  superseded  by  new 
section  3705. 

Paragraph  (2)(B)  of  section  10004(a)  amends  the  analysis 
for  chapter  34  of  title  5,  United  States  Code,   by  striking  out 
the  item  relating  to  section  3404.     This  is  a  conforming  amend- 
ment necessitated  by  the  amendment  made  by  paragraph  (2) (A) 
of  section  10004. 

Paragraph  (3)  of  section  10004(a)  amends  the  analysis  for 
part  III  of  title  5,  United  States  Code,  by  inserting  an  item 
reflecting  the  addition  of  new  chapter  37,   relating  to  personnel 
ceilings . 

Subsection  (b)  of  section  10004  amends  part  II  of  title  5, 
by  inserting  after  chapter  15  a  new  chapter  17.     The  new 
chapter  17  consists  of  three  new  sections   (5  U.S.C.  1701-1703). 
Section  references  used  below  are  references  to  the  new  sections 
in  title  5  as  added  by  the  proposal. 
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Paragraph  (1)  of  section  1701  defines  "agency"  as  an 
Executive  agency  as  defined  in  section  105  of  title  5,  but 
not  the  General  Accounting  Office. 

An  "employee"  is  defined  in  paragraph  (2)  as  an  employee 
in  or  under  an  agency. 

Paragraph  (3)  defines  "personnel  action"  as  any  removal 
or  other  personnel  action  described  in  section  2302(a)(2)(A) 
(i)-(x)  of  title  5.     In  addition  to  a  removal,   other  covered 
personnel  actions  include,   but  are  not  limited  to,  details, 
transfers,   reassignments ,  and  significant  changes  in  duties 
or  responsibilities  which  are  inconsistent  with  the  employee's 
salary  or  grade  level. 

Section  1702(4)  defines  "contracting  out"  to  mean  any 
instance  when  a  Federal  function  is  performed  by  contract 
rather  than  directly  by  an  agency. 

Subsection  (a)  of  section  1702  limits  the  conditions 
under  which  a  personnel  action  may  be  taken  against  an  employee 
in  connection  with  the  contracting  out  of  any  Federal  function 
to  circumstances  when  the  following  two  conditions  have  been 
met:     (1)  a  cost  comparison  has  been  performed  in  accordance 
with  section  3703  (relating  to  certification  that  the 
organizational  unit  which  is  performing  the  function,  or 
which  would  perform  it  if  it  were  not  contracted  for,  is 
organized  and  staffed  for  the  most  cost-effective  performance 
of  its  function),  and  (2)  the  agency  entering  into  the  contract 
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involved  has  determined,  in  accordance  with  applicable  laws, 
regulations,  directives,  and  collective-bargaining  agreements, 
that  the  contracting  out  of  the  function  concerned  would  be  more 
cost-effective  than  if  performed  directly  by  an  agency.     Neither  the 
certification  under  section  3703  nor  the  determination  under  this 
section  and  section  3704  by  the  agency  (or  by  0MB  under  section 
3704)  that  a  particular  action  complies  with  applicable  laws, 
regulations,  directives,  and  collective-bargaining  agreements, 
precludes  review,  such  as  that  provided  under  1702(b)  by  MSPB, 
of  the  certification  and  determination  to  ensure  such  compliance 
in  fact. 

New  section  1702(b)  gives  employees  the  right  to  appeal  to 
the  Merit  Systems  Protection  Board,  under  section  7701  of  title  5, 
any  violation  of  subsection  (a)  of  that  section. 

Section  1703  states  that  the  Office  of  Personnel  Management 
may  prescribe  regulations  to  carry  out  the  chapter. 

Section  10004(c)(1)  of  the  committee  proposal  amends 
section  4313  of  title  5,   United  States  Code,  relating  to 
criteria  for  performance  appraisals  of  members  of  the  Senior 
Executive  Service,  by  inserting  a  new  paragraph  (4)  which 
provides  that  one  of  the  criteria  for  such  appraisals  shall 
be  administration  of  personnel  ceilings,  compliance  with  rules, 
regulations,  and  directives  applicable  to  contracting  out  of 
agency  functions,  and  furtherance  of  the  policy  set  forth  in 
section  3701  of  title  5,   United  States  Code  (as  added  by  the 
proposal).     Existing  paragraphs  (4)  and  (5)  of  section  4313 
are  redesignated  accordingly. 
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Section  10004(c)(2)  makes  an  identical  amendment  to 
section  5402(b)(2)(B)  of  title  5,  United  States  Code,  relating 
to  criteria  for  determining  pay  increases  under  the  merit  pay 
system. 

Section  10004(d)  provides  that  this  section  shall  take 
effect  October  1,  1981. 

Section  10005  -  Coordination  of  Federal  Employees'  Health  Benefits 
Program  and  Medicare 

Section  10005  of  the  committee  proposal  amends  section  8902 
of  title  5,  United  States  Code,   relating  to  the  Office  of  Personnel 
Management's  contracting  authority  for  the  Federal  Employees' 
Health  Benefits  Program  (FEHBP).     The  amendment  prohibits  any 
Federal  employees'  health  benefits  plan  from  paying  for  or 
providing  any  item  or  service  for  any  individual  who  is  covered 
under  Medicare  (title  XVIII  of  the  Social  Security  Act)  if  pay- 
ment would  be  made  for  such  item  or  service  by  Medicare  if  the 
individual  were  not  covered  under  the  FEHBP.     While  the  com- 
mittee understands  that  0PM 's  present  health  benefits  contracts 
make  clear  that  FEHB  plans  pay  only  for  benefits  that  are  not 
paid  for  by  Medicare,   this  amendment  will  provide  a  clear 
statutory  basis  in  the  FEHB  law  to  ensure  that  0PM  continues 
the  present  arrangement,   thereby  preventing  substantial 
increases  in  FEHB  premiums  and  in  the  Government  contribution 
to  those  premiums. 

The  committee  believes  it  is  important  to  note  that  under 
existing  law,  medicare  is  the  primary  insurer  in  all  cases 
without  regard  to  whether  an  individual  has  additional  health 
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insurance  coverage  from  some  other  source,  and  that  Federal 
employees  who  have  acquired  Medicare  eligibility  have  done  so 
by  working  in  the  private  sector  and  contributing  to  the 
social  security  programs. 

Section  10006  -  Awards  for  the  Disclosure  of  Waste,  Fraud, 
and  Mismanagement 

Section  10006  of  the  committee  proposal  adds  three  new 
sections  to  chapter  45  of  title  5,  United  States  Code.  These 
new  sections  authorize  cash  awards  to  be  paid  to  employees 
whose  disclosures  of  fraud,  waste,   or  mismanagement  result  in 
cost  savings  to  the  Government. 

New  section  4511  defines  the  term  "agency"  and  provides 
general  provisions  governing  acceptance  of  cash  awards. 

New  section  4512  provides  for  cash  awards  at  the  agency 
level.     It  provides  that  the  Inspector  General  of  an  agency, 
or  a  comparable  official  designated  by  the  head  of  an  agency, 
may  pay  cash  awards  to  employees  who  come  forward  with  dis- 
closures of  fraud,  waste,   or  mismanagement  provided  that  the 
disclosures  have  resulted  in  cost  savings  for  the  agency.  The 
amount  of  a  cash  award  may  not  exceed  the  lesser  of  $10,000 
or  one  percent  of  the  cost  savings  attributable,  as  determined 
by  the  Inspector  General,   to  the  disclosure.     In  determining 
the  savings  attributable  to  the  disclosure,   the  Inspector 
General  may  take  into  account  future  cost  savings  to  the 
agency  which  are  attributable  to  the  disclosure.     In  the  case 
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of  agencies  without  statutory  Inspectors  General,   the  com- 
mittee intends  that  the  employee  designated  by  the  agency  head 
to  pay  cash  awards  will  be  the  same  official  designated  to  receive 
and  investigate  charges  of  fraud,  waste,  and  mismanagement. 

New  section  4513  provides  for  additional  cash  awards.  These 
are  presidential  awards  of  $20,000  each  which  may  be  paid  to  not 
more  than  50  individuals  during  any  fiscal  year.     The  awards  are 
to  be  paid  to  employees  whose  disclosures  of  fraud,  waste,  or 
mismanagement  have  resulted  in  substantial  cost  savings  to  the 
Government . 

Recipients  of  presidential  awards  need  not  have  made  their 
disclosures  to  agency  Inspectors  General.     As  with  the  agency 
awards,  future  cost  savings  attributable  to  the  disclosures 
may  be  taken  into  account. 

The  committee  urges  the  President  to  make  effective  use 
of  the  authority  to  make  these  awards.     It  encourages  the 
President  to  have  an  annual  awards  ceremony  to  honor  those 
individuals  who  have  helped  reduce  waste,  fraud,  and  mis- 
management in  the  Federal  Government.     The  committee  believes 
a  program  of  this  type  will  encourage  Federal  employees  to 
blow  the  whistle  and  come  forward  with  disclosures  of  waste, 
fraud,  and  mismanagement,  with  substantial  savings  to  the 
Government  as  a  direct  result. 
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Section  10007  -  Reduction  in  Force  of  Career  Senior  Executives 

In  creating  the  Senior  Executive  Service,  Congress  intended 
to  provide  an  elite  corps  of  executives,  a  service  characterized 
by  excellence  and  mobility.     Executives  entering  the  SES  would 
give  up  certain  procedural  protections  in  return  for  oppor- 
tunities for  increased  responsibilities,   reassignments , 
transfers,  and  bonuses.     But  the  law  is  clear  that  in  the  SES, 
"compensation,   retention,  and  tenure  are  contingent  on  executive 
success"  (5  U.S.C.   3131(2)).     To  deal  with  those  career  executives 
who  are  not  successful,   two  removal  mechanisms  were  established. 
The  first,   5  U.S.C.   75^1  et  seq.,  provides  for  disciplinary 
removals,  i.e.  misconduct,  neglect  of  duty,  or  malfeasance. 
The  second,   5  U.S.C.   3591  et  seq.,  provides  for  removals  for 
less  than  fully  successful  executive  performance.     These  are 
the  primary  statutory  authorities  to  remove  career  executives, 
and  the  grounds  they  establish  are  consistent  with  the 
proposition  that  retention  must  be  "contingent  on  executive 
success " . 

For  the  last  six  months,   the  Office  of  Personnel  Manage- 
ment has  been  wrestling  with  regulations  to  provide  for  the 
separation  of  career  executives  due  to  reorganization,  lack 
of  money,  change  in  duties,  or  other  reasons  not  related  to  the 
performance  or  conduct  of  the  career  executive.     In  late  May,  the 
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Director  of  the  Office  of  Personnel  Management  transmitted  his 
proposed  regulations  to  the  Office  of  Management  and  Budget  for 
clearance  prior  to  promulgation.     Some  within  the  new  Adminis- 
tration have  argued  that,   since  the  Civil  Service  Reform  Act 
of  1978  (P.L.   95-^5^)  provided  no  procedures  for  the  removal 
of  career  executives  for  these  reasons,   they  could  be  separated 
without  notice  at  the  whim  of  the  agency  head.     Others  have 
argued  that  the  SES  disciplinary  procedures   (5  U.S.C.  7541 
et  seq . )  are  applicable  to  SES  RIFs. 

Use  of  the  disciplinary  procedures  is  directly  contrary 
to  the  legislative  history.     The  original  legislation  as 
introduced  in  the  95th  Congress   (H.R.   11280,   section  411), 
the  Senate  Report   (S.  Rept.   95-969,  pp.   85,   86),   the  House 
Report   (H.  Rept.   95-1403,  pp.   32,   33),  and  the  heading  for 
the  appropriate  section  as  finally  enacted  (P.L.  95-454, 
section  411)  indicate  those  provisions  apply  only  to 
"disciplinary  actions".     Thus,   they  are  not  authority  to 
remove  career  executives  for  other  than  disciplinary  reasons. 
Further,  section  7542  of  title  5,  United  States  Code,  seems 
to  intend  that  career  executives  may  be  removed  or  demoted 
only  under  the  four  procedures  and  for  the  four  grounds 
stated  in  the  law,   i.e.   disciplinary  actions  pursuant  to 
subchapter  V  of  chapter  75,   title  5,  United  States  Code; 
Special  Counsel  prosecutions  for  prohibited  personnel 
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practices  pursuant  to  section  1206  of  title  5,  United  States 
Code;  national  security  removals  under  section  7532  of  title 
5,  United  States  Code;  and  performance  based  removals  from 
the  Senior  Executive  Service  and  reinstatement  in  the  competi- 
tive service  pursuant  to  section  3592  of  title  5,  United 
States  Code. 

Legal  arguments  aside,   common  sense  leads  to  the  conclusion 
that  a  career  executive  should  not  be  removed  from  Government 
service  simply  because  his  or  her  agency  suffered  a  reduction 
in  force  or  reorganization.     If  this  were  the  case,   there  would  ' 
a  system  under  which  a  marginal  or  poor  performer  is  guaranteed 
a  job  as  the  result  of  "fall-back  rights",   but  an  outstanding 
performer  caught  in  a  reorganization  could  be  forced  to  leave 
Government  service  altogether.     This  is  an  absurdity  which 
Congress  could  not  have  had  in  mind. 

Section  10007  of  the  committee  proposal  is  needed  because 
a  reduction  in  the  size  of  the  Government's  work  force,  as 
promised  by  President  Reagan,  will  surely  require  the  shifting 
of  career  executives.     Further,  a  change  in  agency  functions 
or  a  reorganization  could  eliminate  positions  occupied  by 
members  of  the  Senior  Executive  Service.     The  law  should 
address  such  situations. 

The  committee  proposal  recognizes  that  the  Senior  Executive 
Service  is  a  rank-in-person,  not  a  rank-in-position  system. 
In  a  rank-in-position  system,   such  as  the  competitive  service, 
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an  individual  is  hired  for  a  specific  position.     If  that  position 
is  changed  or  abolished,   the  individual  in  that  position  may  be 
reassigned  or  separated.     In  a  rank-in-person  system,   such  as 
the  Foreign  Service,   the  individual  carries  a  rank  based  on 
his  or  her  own  experience,  knowledge,  and  abilities.  The 
individual  can  be  assigned  to  any  position  for  which  he  or  she 
is  qualified,   regardless  of  the  level  at  which  it  is  classified, 
to  perform  functions  needed  by  the  Government.     The  abolishment 
or  modification  of  a  position  should  have  no  relationship  to 
the  career  tenure  of  an  individual  in  a  rank-in-person  system. 
Performance  and  other  personal  conduct  should  be  the  sole 
determinants  of  continued  employment. 

Section  10007  of  the  committee  proposal  adds  a  new 
section  3595  to  title  5,  United  States  Code.     The  new  section 
provides  that  a  career  executive,  whose  position  is  eliminated 
or  modified  due  to  reorganization,   lack  -of  funds,  curtailment 
of  work,  or  any  other  factor,   is  entitled  to  be  assigned  by  his 
or  her  agency  to  another  SES  position  for  which  he  or  she  is 
qualified.     If  the  head  of  agency  certifies  that  no  suitable 
position  is  available  within  the  agency,   the  Director  of  the 
Office  of  Personnel  Management  is  directed  to  place  the 
career  executive  in  a  SES  position  in  some  other  agency  of 
the  Government.     To  permit  the  Director  of  0PM  to  fulfill 
this  responsibility,   the  proposal  provides  that  0PM  may 
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require  any  agency  to  take  any  action  necessary  to  carry  out 
the  placement  program.     A  career  executive  who  is  not  reassigned 
within  his  or  her  agency  and  who  declines  a  reasonable  offer  of 
placement  may  be  removed  from  the  civil  service.     These  protections 
apply  to  career  executives  who  have  completed  their  probationary 
periods  and  to  those  who  were  covered  by  the  adverse  action 
procedures  of  subchapter  II  of  chapter  75,  title  5,  United 
States  Code,  prior  to  appointment  to  the  Senior  Executive 
Service . 

Section  1U007  of  the  committee  proposal  clarifies  the 
legal  authorities  for  removal  of  career  executives  by  adding 
a  new  subsection  (g)  to  section  3393  of  title  5,  United 
States  Code.     New  section  3393(g)  specifies  that  a  career 
executive  may  be  removed  from  the  Senior  Executive  Service 
or  the  civil  service  only  in  accordance  with  the  provisions 
of  sections  1207,   3592,  3595,   7532  or  7543  of  title  5. 

Section  10007  of  the  committee  proposal  also  clarifies  the 
disciplinary  provisions  of  subchapter  V  of  chapter  75,   title  5. 
Section  7543(a)  currently  provides  that  a  removal  or  suspension 
action  can  be  taken  "for  such  cause  as  will  promote  the  efficiency 
of  the  service".     As  discussed  above,   this  language  was  originally 
intended  to  cover  disciplinary  actions,  as  is  clear  from  the 
legislative  history  of  the  Civil  Service  Reform  Act.  The 
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committee  proposal  amends  section  7543(a)  of  title  5  to 
ensure  compliance  with  the  congressional  intent. 

Finally,   section  10007(d)  makes  the  committee  amendments 
effective  as  of  June  1,   1981.     The  committee  knows  of  no 
career  executive  separated  in  a  reduction  in  force  prior  to 
this  date.     For  those  removed  on  or  after  June  1,   but  prior  to 
the  date  of  enactment,   the  proposal  provides  that  not  later 
than  14  days  following  the  date  of  enactment,  any  previously 
separated  career  executive  may  apply  for  placement  under  the 
provisions  of  the  new  section  3595.     Placement  will  be 
provided  only  for  those  career  executives  who  were  separated 
due  to  a  "reduction  in  force"  as  described  in  new  section 
3595(c)(2). 

The  amendments  made  by  section  10007  of  the  committee's 
proposal  are  subject  to  the  same  congressional  review  procedures 
which  were  established  in  section  415(b)  of  the  Civil  Service 
Reform  Act  of  1978. 

By  retaining  qualified,   experienced,   and  dedicated 
career  executives  in  the  Federal  Government,   the  committee 
believes  that  the  productivity  of  the  Federal  Government 
will  remain  high.     Loss  of  these  individuals  most  certainly 
would  lead  to  inefficiency  in  the  operations  of  the  Government. 
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Section  10008  -  Voluntary  State  Income  Tax  Withholding  For 
Annuitants 

Since  1975,   the  Civil  Service  Commission  (now  the  Office 
of  Personnel  Management)  has  had  the  authority  to  provide  for 
allotments  from  civil  service  annuities  but  has  refused  to 
provide  for  voluntary  withholding  of  State  income  taxes. 
Consequently,   civil  service  annuitants  must  make  periodic 
estimated  tax  payments  that  in  many  cases  cause  great 
inconvenience  to  the  annuitants.     Some  annuitants  are  com- 
pelled to  take  out  short  term  loans  at  very  high  interest 
rates  in  order  to  meet  their  tax  liabilities.     The  com- 
mittee believes  that  this  is  an  unnecessary  burden  which 
should  be  eliminated. 

Section  10008  of  the  committee  proposal  addresses 
this  problem  by  requiring  the  Office  of  Personnel  Manage- 
ment to  enter  into  agreements  with  States  to  withhold  State 
income  taxes  from  the  annuities  of  civil  service  annuitants 
who  request  such  withholdings.     The  amounts  withheld  during 
any  calendar  quarter  will  be  disbursed  to  the  States  during 
the  month  following  that  calendar  quarter.     The  committee 
proposal  will  result  in  a  one-time  reduction  in  budget  outlays 
of  $30  million  for  fiscal  year  1982. 

Specifically,   section  10008(a)  of  the  committee 
proposal  amends  section  83^5  of  title  5,  United  States  Code, 
by  adding  a  new  subsection  (k)  at  the  end  thereof. 
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Paragraph  (1)  of  new  subsection  (k)  provides  that  the 
Office  of  Personnel  Management  shall  enter  into  an  agreement 
within  120  days  of  a  request  for  agreement  from  the  proper 
State  official.     The  agreement  shall  provide  that  the  Office 
shall  withhold  State  income  tax  in  the  case  of  the  monthly 
annuity  of  a  civil  service  annuitant  who  voluntarily  requests, 
in  writing,   such  withholding.     The  amounts  withheld  during  any 
calendar  quarter  shall  be  disbursed  to  the  States  during  the 
month  following  that  calendar  quarter. 

Paragraph  (2)  of  new  subsection  (k)  provides  that  an 
annuitant  may  have  in  effect  at  any  time  only  one  request  for 
withholding  of  State  income  tax  and  that  an  annuitant  may 
not  have  more  than  two  such  requests  in  effect  with  respect 
to  different  States  during  any  one  calendar  year. 

Paragraph  (3)  of  new  subsection  (k)  provides  that  an 
annuitant  may  change  the  State  designated  for  the  purpose  of 
having  withholdings  made,  and  may  request  that  the  with- 
holdings be  remitted  in  accordance  with  that  change.  It 
further  provides  that  an  annuitant  may  revoke  any  request 
for  withholding  and  that  any  change  in  the  State  designated 
or  revocation  is  effective  on  the  first  day  of  the  month  in 
which  the  request  or  the  revocation  is  processed  by  the 
Office  of  Personnel  Management.     In  no  event  may  the  change 
or  revocation  be  effective  later  than  the  first  day  of  the 
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first  month  beginning  after  the  day  on  which  the  request  or 
revocation  is  received  by  the  Office. 

Paragraph  (4)  of  new  subsection  (k)  provides  that  the 
subsection  does  not  give  the  consent  of  the  United  States  to 
the  application  of  a  statute  which  imposes  more  burdensome 
requirements  on  the  United  States  than  on  employers  generally, 
or  which  subjects  the  United  States  or  any  annuitant  to  a 
penalty  or  liability  because  of  the  subsection.     Paragraph  (4) 
further  provides  that  the  Office  of  Personnel  Management  may 
not  accept  pay  from  a  State  for  services  performed  in  with- 
holding State  income  taxes  from  annuitants. 

Paragraph  (5)  of  new  subsection  (k)  provides  that  for  the 
purpose  of  the  subsection  "State"  means  a  State,  the  District 
of  Columbia,  or  any  territory  or  possession  of  the  United 
States . 

Subsection  (b)  of  section  10008  provides  that  the  amendments 
made  by  subsection  (a)  shall  take  effect  on  October  1,  1981. 


SECTION  ANALYSIS 
Subtitle  B  -  Postal  Service  Provisions 

Section  10101  -  Authorization  for  Public  Service  Appropriations 

The  existing  section  2401(b)(1)  of  title  39,   United  States 
Code,  authorizes  public  service  appropriations  in  amounts  equal 
to  percentages  of  the  amount  of  total  operating  expenses  of  the 
old  Post  Office  Department  in  its  final  year  of  operation, 
FY  1971.     That  amount  was  $9-2  billion.     Authorizations  for 
fiscal  years  1972  through  1979  were  set  at  10  percent  of 
that  figure,  or  $920  million.     The  existing  authorization 
for  FY  1982  is  an  amount  equal  to  7  percent  of  $9-2  billion, 
or  $644  million.     For  FY  1983,  it  is  6  percent,  or  $552 
million.     For  FY  1984,  and  for  each  year  thereafter,  it  is  5 
percent,  or  $460  million.     (After  FY  1984,   the  Postal  Service 
may  request  less  than  $460  million  if  it  believes  public 
services  can  be  provided  with  a  lesser  amount.) 

Section  10101  of  the  committee's  legislative  submission 
would  amend  section  2401(b)(1)(D)  of  title  39,   United  States 
Code,  to  reduce  the  authorization  for  the  public  service 
appropriation  for  FY  1982  to  $200  million  (a  reduction  of 
$444  million).     Section  2  401(b)(1)(E)  is  amended  to  reduce 
the  FY  1983  authorization  to  $100  million  (a  reduction  of 
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$452  million).     Section  2401(b)(1)(F)   is  amended  to  reduce 
the  FY  1984  authorization  to  zero  (a  reduction  of  $460 
million) . 

This  major  reduction  of  the  public  service  appropriation 
necessitates  a  major  reduction  of  the  public  services  paid 
for  by  the  appropriation.     Section  10103  of  the  committee 
submission,  explained  below,  provides  that  the  Postal  Service 
shall  prepare  a  plan  to  save  $100  million  over  the  next  three 
years  by  closing  and  consolidating  small  post  offices. 

A  separate  provision  of  the  committee's  reconciliation 
submission  helps  alleviate  somewhat  the  impact  of  the 
appropriation  loss  on  postal  ratepayers.     Section  10002  of 
Subtitle  A  (Civil  Service  provisions)  will  result  in  the 
Postal  Service  saving  approximately  $270  million  for  FY 
1982,   $260  million  for  FY  1983,  and  $230  million  for  FY 
1984.     Section  10104  of  the  committee  submission  will  require 
that  these  savings,  and  those  resulting  from  post  office 
closings  and  consolidations,  be  reflected  in  the  Postal 
Service's  rate  base.     The  net  result  will  be  that  ratepayers 
will  have  to  absorb  a  lesser  share  of  the  Postal  Service 
revenue  loss  which  will  result  from  the  appropriation  reduction. 
For  example,  for  FY  1982,  only  $200  million  is  authorized  to 
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be  appropriated  by  the  committee  submission  (instead  of 
existing  law's  $644  million),  but  the  Postal  Service  will 
gain  $270  million  as  a  result  of  section  10002  of  subtitle  A 
of  the  committee  submission,  and  another  $20  million  will  be 
saved  through  post  office  closings  and  consolidations. 
Ratepayers  therefore  will  have  to  absorb  "only"  $154  million 
of  the  lost  appropriation.     Section  10104  is  discussed  in 
greater  detail  below. 

Section  10102  -  Continuation  of  Six-Day  Mail  Delivery 

Section  10102  of  the  committee  submission  provides  that, 
during  fiscal  years  1982  through  1984,  the  Postal  Service  shall 
take  no  action  to  reduce  or  to  plan  to  reduce  the  number  of  days 
each  week  for  regular  mail  delivery.     This  provision  ensures  the 
continuation  of  six-day  delivery  at  least  through  FY  1984. 

Continuation  of  nationwide  six-day  delivery  is  vital  to 
the  basic  operation  of  the  postal  system,  and  to  the  maintenance 
of  what  will  remain  of  the  public  service  aspect  of  the  system 
after  the  public  service  appropriation  is  gone.     The  committee 
provision  guarantees  that  six-day  delivery  will  continue. 
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Section  10103  -  Closing  and  Consolidation  of  Post  Offices 

Section  10103  directs  the  Postal  Service  to  achieve  $100 
million  in  savings  over  the  3  year  period  from  FY  1982  to  FY 
1984  by  closing  or  consolidating  inefficient  post  offices. 

For  many  years,  critics  of  the  Postal  Service  have  alleged 
that  it  maintains  more  than  10,000  post  offices  that  not  only 
cost  more  money  than  the  revenues  they  produce,  but  allegedly 
provide  service  inferior  to  that  available  under  less  costly 
alternatives  such  as  the  extension  of  rural  routes.     In  1975,  the 
GAO  reported  that  the  Postal  Service  had  identified  12,000 
small  post  offices  that  could  be  closed  without  adversely 
affecting  service,  and  that  the  annual  savings  from  such  closings 
would  total  $100  million.     GAO  recommended  that  the  Service 
accelerate  its  program  of  post  office  closings  and  consolida- 
tions in  order  to  achieve  the  potential  savings. 

Because  of  intense  public  and  congressional  opposition,  however, 
the  Postal  Service  has  not  accelerated  the  pace  of  post  office 
closings.     Approximately  11,000  of  the  12,000  post  offices  GAO 
identified  remain  In  operation.     The  Postal  Service  estimates  that  an 
average  savings  of  $10,000  per  post  office  could  be  achieved  by 
closing  these  small,  inefficient  post  offices.     (Joint  hearing 
before  the  Subcommittee  on  Postal  Operations  and  Services  and  the 
Subcommitee  on  Postal  Personnel  and  Modernization,  Serial  No.  97-2; 
March  12,  1981;  page  53)  • 
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A  primary  justification  for  the  annual  public  service 
appropriation  to  the  Postal  Service  has  been  the  need  to  subsidize 
inefficient  post  offices.     The  authorization  for  these  appropriations 
at  section  2401(b)(1)  of  title  39,   United  States  Code,  declares 
them  to  be  a  "reimbursement  to  the  Postal  Service  for  public 
service  costs  incurred ...  in  communities  where  post  offices  may 
not  be  deemed  self-sustaining...." 

The  current  national  policy  regarding  rural  post  offices 
was  established  in  the  year  following  GAO 1 s  1975  report  when 
the  Congress  amended  title  39  of  the  United  States  Code  to  establish 
procedures  to  restrict  the  Postal  Service's  power  to  close  post 
offices  and  to  subject  determinations  to  close  or  consolidate 
post  offices  to  review  by  the  Postal  Rate  Commission.  Last 
year,  following  the  statutory  procedures,   the  Postal  Service  ordered 
the  closing  of  only  128  post  offices.     Ten  cases  were  appealed 
to  the  PRC,  which  blocked  two  closings.     The  Postal  Service 
withdrew  four  cases,  and  four  others  upheld  the  Service's  decision 
or  were  withdrawn  by  the  appellants. 

Section  10103  of  the  committee  submission  directs  the 
Postal  Service  to  achieve  its  savings  in  three  stages  —  $20 
million  in  FY  1982,   $40  million  in  FY  1983,  and  $40  million 
in  FY  1984  —  according  to  a  plan  the  Service  must  prepare 
and  present  to  the  Committee  on  Post  Office  and  Civil  Service 
of  the  House  of  Representatives  and  the  Committee  on  Govern- 
mental Affairs  of  the  Senate  on  January  1,  1982. 
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The  plan  must  set  out  the  criteria  the  Postal  Service 
will  follow  in  determining  the  identity  and  order  in  which  post 
offices  will  be  closed  and  consolidated.     The  Postal  Service  has 
been  given  considerable  latitude  to  formulate  its  plan,  but  two 
criteria  have  been  mandated.     In  order  to  harm  the  least  number 
of  people  while  effecting  the  greatest  savings,  the  plan  must 
provide  that  those  post  offices  whose  closing  will  achieve  the 
greatest  savings  per  family  served  must  be  closed  first.  In 
order  to  ensure  that  the  costs  and  benefits  of  postal  service 
are  shared  fairly  among  the  various  states,  the  plan  must  provide 
that  the  closings  occur  first  in  those  States  with  the  greatest 
number  of  post  offices  per  capita. 

The  plan  must  take  into  consideration  two  additional 
factors:     the  availability  of  adequate  alternative  service 
to  the  community  served  by  the  post  office  and  the  proximity 
of  other  post  offices.     The  GAO  report  on  small  post  offices 
indicated  that  in  most  cases  the  extension  of  rural  routes 
would  actually  improve  service  in  rural  areas.     Rather  than 
being  forced  to  travel  to  the  post  office  to  pick  up  their 
mail,  buy  stamps  or  mail  a  parcel,  rural  route  customers  are 
able  to  perform  all  of  these  transactions  at  their  homes 
through  rural  carriers.     In  addition,  community  post  offices, 
contractor-operated  stations  that  maintain  a  distinct  ZIP  Code, 
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sometimes  offer  a  cheaper  alternative  to  regular  post  offices. 
It  is  national  policy  that  rural  Americans  continue  to  receive 
postal  service  comparable  to,  if  not  equal  to,  that  enjoyed  in 
cities  and  suburban  areas.     The  committee  expects  that  the 
Postal  Service's  plan  will  establish  a  reasonable  maximum  addi- 
tional distance  that  any  postal  customer  will  have  to  travel 
to  reach  a  post  office  as  a  result  of  the  closing  of  existing 
post  offices. 

Section  10103  allows  for  a  two  house  veto  of  the 
Postal  Service's  plan.     If,  within  60  days  after  Its  submission 
to  the  Congress,  both  the  House  and  the  Senate  pass  a  concurrent 
resolution  disapproving  the  plan,  it  shall  not  take  effect. 

Existing  law,  section  404(b)  of  title  39,   United  States  Code, 
sets  out  explicit  procedures  which  the  Postal  Service  must  follow 
before  implementing  a  decision  to  close  a  post  office,  and  requires 
its  consideration  of  various  factors,   including  the  effect  of 
the  contemplated  closing  on  the  community  the  post  office  serves 
and  its  effect  on  the  post  office's  employees.     The  Postal  Service 
must  provide  affected  customers  at  least  60  days  notice,  in 
writing,  of  its  determination  to  close  or  consolidate  an  office. 
Thereafter,  any  customer  has  30  days  in  which  to  appeal  the 
decision  to  the  Postal  Rate  Commission. 

Within  120  days  after  receiving  such  an  appeal,  the  Postal 
Rate  Commission  must  decide  whether  to  affirm  or  set  aside  the 
Postal  Service's  determination. 
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Section  10103(c)  of  the  committee  submission  suspends  the 
application  of  section  404(b)  to  closings  and  consolidations 
initiated  during  the  period  March  2,  1982,  through  September  30, 
1984,  if  and  only  if  the  Congress  does  not  veto  the  Postal 
Service's  plan.     The  Postal  Service's  plan  must  provide  for 
adequate  notice  to  affected  customers  of  the  closing  or 
consolidation  of  post  offices,  but  no  appeal  to  the  Postal  Rate 
Commission  is  provided.     A  lengthy  appeal  process  would  not 
be  compatible  with  the  need  for  speedy  and  maximized  savings. 
Section  10104  -  Ratemaking  Considerations 

Section  10104  of  the  committee  submission  provides  that,  in 
establishing  postal  rates  and  fees  under  subchapters  II  or  III  of 
title  39,  United  States  Code  (which  govern  the  setting  of  perman- 
ent and  temporary  rates  and  fees),  the  Postal  Service,  the  Postal 
Rate  Commission,  and  the  Postal  Service's  Board  of  Governors  shall 
take  into  account  the  savings  which  will  result  from  two  other 
provisions  of  the  committee  reconciliation  submission. 

In  determining  the  total  estimated  costs  of  the  Postal  Service 
which  must  be  met  by  postal  revenues,  the  extra  money  which  the 
Postal  Service  will  have  because  of  section  10002  of  the 
committee  submission  must  be  offset  against  those  costs. 
The  savings  to  the  Postal  Service  because  of  the  reduction  of 
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the  salaries  it  pays  to  retired  members  of  the  uniformed 
services  are  estimated  by  the  Congressional  Budget  Office 
to  be  $270  million  for  FY  1982,   $260  million  for  FY  1983, 
and  $230  million  for  FY  1984.     These  savings  will  soften  some- 
what the  adverse  impact  of  the  loss  of  public  service  appropriations 
set  forth  in  section  10101  of  the  committee  submission. 

Also  to  be  offset  against  the  Postal  Service's  total  estimated 
costs  for  ratemaking  purposes  are  the  savings  which  will  result 
from  the  closing  or  consolidation  of  post  offices  under  section  10103 
of  the  committee  submission.     These  savings,  pursuant  to  a 
plan  to  be  prepared  and  executed  by  the  Postal  Service,  will 
be  $20  million  for  FY  1982,  an  additional  $40  million  for  FY 
1983,  and  another  $40  million  for  FY  1984,   thereby  attaining 
an  annual  savings  level  of  $100  million. 

Section  10105  -  Reduction  of  Authorization  for  Revenue  Foregone 

The  "revenue  foregone"  appropriation  subsidizes  the  postal 
rates  paid  by  certain  "preferred"  mailers   (such  as  nonprofit 
organizations,  rural  newspapers,  and  libraries).     As  a  result  of 
an  annual  appropriation  to  the  Postal  Service  from  Congress,  these 
mailers  pay  less  than  they  otherwise  would.     The  appropriation  is 
broken  into  two  segments:     "phasing"  and  "continuing".     The  Postal 
Reorganization  Act  provided  that  these  mailers  should  never  pay 
more  than  the  costs  attributable  to  processing  and  delivering  their 
mail.     The  "institutional"  or  "overhead"  costs  paid  by  other  mailers 
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in  the  form  of  higher  rates  are  paid  by  Congress  in  the  case  of 
these  "preferred"  mailers.     This  is  the  "continuing"  appropriation. 
Existing  law  also  provides  that,  because  these  mailers  historically 
paid  far  less  than  even  their  "attributable"  costs,  the  rate 
increases  designed  to  recover  those  costs  will  be  "phased"  in  yearly 
increments  until  the  "full"  attributable  cost  rates  are  reached  in 
1987.     This  is  the  "phasing"  appropriation.     The  law  also  provides 
that  if  Congress  should  fail  to  appropriate  funds  for  any  portion 
of  "revenue  foregone",  the  Postal  Service  may  raise  the  rates  of 
the  affected  mailers  to  make  up  the  difference. 

The  Administration  program,  as  embodied  in  the  First 
Concurrent  Resolution  on  the  Budget,  calls  for  "capping"  the 
revenue  foregone  appropriation  at  $500  million  for  each  of 
the  next  three  years,  FY  1982  through  FY  1984.     Absent  explicit 
instructions  to  the  contrary,  this  would  result  in  the  elimination 
of  the  entire  "phasing"  appropriation  for  all  "preferred" 
subclasses  as  of  October  1,  1981,  and  the  erosion  of  the 
"continuing"  appropriation  beginning  in  FY  1983,  as  the 
following  Congressional  Budget  Office  figures  make  clear: 


Revenue  Foregone  Appropriations   (Existing  Law) 
(in  millions  of  dollars) 


Phasing 


Continuing 


Total 


FY  1982 


595 


517 


1,112 


FY  1983 


594 


581 


1,175 


FY  1984 


619 


682 


1,301 
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Even  with  all  of  phasing  eliminated,  $500  million  would 
only  roughly  cover  the  continuing  appropriation  for  FY  1982, 
would  fall  $81  million  short  in  FY  1983,  and  $182  million 
short  in  FY  1984.     The  "preferred"  subclasses  would  begin 
paying  more  than  their  attributable  costs  in  FY  1983  and  FY 
1984. 

The  increases  in  postage  paid  by  "preferred"  mailers 
as  a  result  of  the  Administration  proposal  are  significant. 
The  Postal  Service  estimates  that,  with  the  elimination  of 
just  the  "phasing"  appropriation,  the  following  typical 
postage  increases  will  occur  later  this  year:     for  an  "in-county" 
newspaper,   86  percent;  for  a  second-class  nonprofit  organization 
organization  (such  as  a  veterans  magazine),   72  percent;  for 
a  third-class  nonprofit  organization  fundraising  letter,  39 
percent;  for  a  book  sent  at  the  fourth-class  library  rate, 
97  percent;  for  the  average  classroom  publication,   59  percent. 

The  committee  received  further,  and  somewhat  conflicting, 
explanation  from  the  Administration  on  May  19,  1981,  when 
Office  of  Management  and  Budget  Director  David  Stockman 
testified.     In  discussing  this  revenue  foregone  proposal, 
Mr.  Stockman  advocated  that  the  burden  of  the  appropriation 
reductions  (and  the  burden  of  the  resultant  rate  increases) 
be  placed  on  the  third-class  bulk  nonprofit  mailers.  This 
type  of  mail,  according  to  the  Postal  Service,   "is  composed 
predominantly  of  solicitations  for  funds  by  groups  such  as 
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heart  funds,  cancer  funds,  Easter  Seals,  and  the  Salvation 
Army".     (Joint  hearing  before  Subcommittees  on  Postal  Operations 
and  Services  and  Postal  Personnel  and  Modernization,  Serial 
No.  97-2,  March  12,  1981]  p.  51). 

Subsection  (a)  of  section  10105  of  the  committee  submission 
would  amend  paragraph  (1)  of  section  3626(a)  of  title  39,  United 
States  Code  to  alter  the  "phasing"  schedule  for  the  "preferred" 
subclasses  of  mail.     The  new  paragraph  (1)(A)  would  continue  the 
existing  16-year  phasing  schedule  for  second-class  nonprofit 
mail  (publications  of  nonprofit  organizations,  such  as  veterans 
magazines),  for  classroom  publications,  for  second-class  regular 
rate  publications  (agricultural  publications  and  publications 
which  mail  fewer  than  5,000  copies  outside  the  county  of 
publication) ,  and  for  materials  mailed  at  the  fourth-class  "library" 
rate . 

The  new  paragraph  1(E)   of  section  3626(a)  would  amend  the 
phasing  schedule  for  two  other  "preferred"  subclasses  of  mail: 
second-class  "in-county"  (used  by  newspapers  and  magazines), 
and  third-class  bulk  nonprofit.     The  16-year  schedule  is  changed 
to  a  10-year  schedule,  resulting  in  the  end  of  "phasing"  in 
1981,  instead  of  in  1987. 

Subsection  (b)   of  section  10105  of  the  committee's  submission 
reduces  the  authorization  for  the  revenue  foregone  appropriation 
for  the  subclasses  other  than  second-class  in-county  and  third- 
class  bulk  nonprofit  by  10  percent  for  FY  1982,  10  percent  for 
FY  1983,  and  20  percent  for  FY  1984.     "Phasing"  for  these 
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subclasses  will  continue,  but  the  overall  subsidy  of  their  rates 
will  be  reduced  by  these  percentages. 

All  "preferred"  mailers  will  be  subject  to  rate  increases 
as  a  result  of  these  actions,  with  the  heaviest  burden  falling 
on  second-class  in-county  and  third-class  bulk  nonprofit. 
These  mailers  may  be  better  able  than  other  mailers  to  absorb 
or  pass  along  their  increases  in  the  form  of  increased  subscription 
rates  or  requests  for  larger  donations. 

The  committee  believes  that  its  revenue  foregone  amendments 
do  offer  some  relief  to  all  subsidized  mailers.     Each  subclass  will 
be  better  off  under  the  committee  formula  than  under  the  $500  rnillio 
"cap"  formula  assumed  in  the  Budget  Resolution.     As  demonstrated 
earlier,  the  "cap"  would  result  in  termination  of  phasing  for 
all  subclasses  in  October  of  198l,  and  erosion  of  the  "continuing" 
appropriation,  beginning  in  FY  1983  and  FY  1984 •     Under  the 
committee  formulation,  some  phasing,  and  all  of  the  continuing 
appropriation  will  be  retained.     Even  by  FY  1984,  no  "preferred" 
mailer  will  be  paying  more  than  its  attributable  costs. 

The  committee's  revenue  foregone  amendments  will  result  in 
savings  of  $384  million  for  FY  1982,   $383  million  for  FY  1983, 
and  $424  million  for  FY  1984. 

Section  10106  -  Reduction  of  Transitional  Appropriations 

Section  2004  of  title  39,   United  States  Code,  authorizes 
appropriations  to  the  Postal  Service  to  meet  previously  unfunded 
liabilities  of  the  pre-Postal  Reorganization  Act  Post  Office 
Department.     These  "transitional"  appropriations  cover  compensation 


fund  payments  and  annual  leave  balances  attributable  to  the  old 
Department.     In  view  of  the  requirements  imposed  by  the 
Administration  program  and  the  Budget  Resolution  to  slash  postal 
appropriations,  the  committee  submission  removes  the  authorization 
for  transitional  appropriations  during  FY  1982,  FY  1983,  and 
FY  1984  and  provides  that  the  Postal  Service  shall  meet 
those  obligations  from  other  revenues. 

Subsection  (a)  of  section  10106  of  the  committee  submission 
eliminates  the  authorizations  for  fiscal  years  1982  through  1984, 
but  allows  the  Postal  Service  to  include  those  amounts  in  its 
FY  1985  transitional  appropriation  request. 

Subsection  (b)  of  section  10106  guarantees  that  the 
transitional  expenses  will  be  timely  met  from  other  available 
Postal  Service  funds  during  FY  1982,  FY  1983,  and  FY  1984. 

Savings  resulting  from  section  10106  are  $69  million 
for  FY  1982,  $69  million  for  FY  1983,  and  $51  million  for  FY  1984. 

Section  10107  -  Quarterly  Payments  of  Appropriations  to  the  Postal 
Service 

Section  10107  of  the  committee  submission  implements  a 
recommendation  of  the  Congressional  Budget  Office. 

Section  10107  would  amend  section  2003(e)   of  title  39,  United 
States  Code,  to  provide  that  the  sum  of  annual  public  service 
appropriations,  revenue  foregone  appropriations,  and  transitional 
appropriations  be  made  available  to  the  Postal  Service  by 
the  Secretary  of  the  Treasury  in  equal  quarterly  segments. 
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Under  existing  law,  the  Postal  Service  receives  these 
appropriations  in  one  annual  paynent.     By  providing  for  quarterly 
payments  (as  is  the  case  for  other  off-budget  Federal  entities), 
more  interest  savings  accumulate  to  the  U.S.   Treasury's  benefit. 

This  provision  will  result  in  reducing  costs  to  the  Treasury 
by  $46  million  for  FY  1982,  $39  million  for  FY  1983,  and  $34 
million  for  FY  1984. 

Section  10108  -  Prohibition  of  9-Digit  ZIP  Code 

Subsection  (a)  of  section  10108  of  the  committee  submission 
provides  that,  during  the  period  beginning  on  the  date  of  enact- 
ment of  this  Act  and  ending  September  30,  1983,   the  Postal  Service 
shall  take  no  action  to  implement  any  ZIP  Code  system  using  more 
than  five  digits. 

Subsection  (b)  of  section  10108  provides  that,  during  the 
same  period,  no  executive  agency  shall  take  any  action  to  conform 
its  mailing  procedures  to  those  appropriate  for  use  under  any 
ZIP  code  system  using  more  than  five  digits.     Subsection  (b)  also 
gives  the  term  "Executive  Agency"  the  same  meaning  given  it  by 
section  105  of  title  5,   United  States  Code  (essentially,  every 
executive  department,  government  corporation,  and  independent 
establishment  except  the  Postal  Service  and  Postal  Rate  Commission 
themselves )  . 

Under  the  Postal  Service's  "ZIP  +  4"  program,  every 
existing  5-digit  ZIP  Code  in  the  nation  will  be  expanded  by 
another  four  digits,  and  millions  of  new  codes  will  be  created. 
(In  some  cases,  each  floor  of  a  highrise  building  will  have  its 
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own  code.)     These  codes  will  be  read  by  new,  sophisticated 
machinery  and  mail  will  be  sorted  —  by  machine  —  to  an  extremely 
fine  level.     Productivity  savings  will  come  from  the  reduction  of 
manual  mail  handling  and  sorting.     The  Postal  Service  says  no  one 
will  be  fired,  but  that  jobs  will  be  eliminated  through  attrition. 

Although  the  Postal  Service  claims  it  will  achieve  productivity 
savings  of  $600  million  annually  by  1987,  its. initial  outlay  to 
implement  the  program  will  be  in  the  neighborhood  of  $900  million. 

Similarly,  although  the  Postal  Service  has  proposed  to  offer 
a  rate  discount  to  mailers  as  an  incentive  to  convert  to  the 
nine-digit  code,  the  initial  outlay  for  large  volume  mailers  will 
be  enormous.     A  General  Services  Administration  survey  shows  that 
Federal  agencies  alone  v/ill  incur  about  $100  million  in  conversion 
costs  over  the  next  five  years.     Total  costs  to  private  sector 
mailers  have  not  been  calculated,  but  an  estimate  of  $1  billion 
would  not  be  unreasonably  high. 

The  committee  recognizes  the  potential  long-term  benefits 
to  the  Postal  Service  and  mail  users  of  the  "ZIP  +  4"  program  if 
it  does  work  properly.     However,  in  view  of  the  serious 
unanswered  questions  raised  about  the  program  by  the  Administration 
and  in  both  Houses  of  Congress  (especially  concerning  the 
workability  of  the  machinery  and  the  accuracy  of  the  Postal 
Service's  cost-benefit  analysis),  the  committee  believes 
further  implementation  expenditures  should  be  delayed  at 
least  through  FY  1983, 

The  committee  recognizes  that  the  Postal  Service  has 
contracted  for  its  "Phase  I"  purchase  of  optical  character 
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reading  machinery  and  will  shortly  contract  for  an  initial  purchase 
of  related  bar  code  machinery.     The  first  phase  hardware  will 
be  in  place  and  operational  in  September  1982.     The  committee 
believes  the  equipment  should  be  tested  for  one  year  using 
existing  5-digit  ZIP  Codes  before  the  enormous,  irrevocable 
commitment  is  made  to  the  full  nine-digit  system.     No  additional 
equipment  should  be  purchased,  no  expanded  ZIP  codes  assigned  or 
disclosed,  no  marketing  programs  undertaken,  and  no  conversion 
costs  incurred  during  the  period  from  enactment  until  October  1, 
1983. 

The  committee  provision  is  adopted  in  the  context  of  budget 
reconciliation,  and  must  be  viewed  from  that  perspective.  In 
view  of  the  major  reductions  being  made  in  postal  appropr iatons , 
Postal  Service  productivity  must  be  increased  for  the  long-term. 
An  effective  "ZIP  +  4"  program  may  eventually  increase  productivity, 
but  the  final  decision  to  go  forward  should  not  be  made  until  it 
is  clear  that  the  scope  of  any  resulting  productivity  gains  will 
justify  costs  of  the  program. 

Federal  agencies  will  save  $20  million  in  FY  1982  and  $20 
million  in  FY  1983  as  a  result  of  the  provisions  of  section 
10107(b)   of  the  committee  submission,  which  bars  executive 
agencies  from  taking  any  conversion  actions  through  FY  1983. 

Absent  this  provision,  agencies  would  be  required  to  begin 
this  year  a  conversion  program  resulting  in  additional  Federal 
outlays  of  $100  million  over  the  next  five  years,  according  to 
the  General  Services  Administration.     The  committee  is  aware  of 


75 


arguments  that  use  of  the  ZIP  code  is  optional,  but  is  also 
aware  that  section  137-28  of  the  Postal  Service's  Domestic  Hail 
Manual  ( DMM)  states: 

"The  address  on  all  official  mailings  of  Federal 
departments  and  agencies  under  137.2  [the  DMM  section 
governing  Federal  mail]  must  include  the  ZIP  code 
number  [emphasis  supplied]." 
Effective  testimony  about  the  costs  to  be  incurred  by 
agencies  is  contained  in  the  official  position  of  the  Department 
of  the  Treasury  as  related  in  a  March  16,   1981,  letter  from 
the  Deputy  Assistant  Secretary  for  Administration  in  response 
to  the  cited  GSA  survey  of  agencies: 

"The  overall  estimated  cost  of  converting  mail  systems 
within  the  Treasury  is  $8.4  million  dollars  with 
attendant  administrative  costs  adding  another  $2.7  million 
dollars.     Yet  only  one  Treasury  bureau,  Government 
Financial  Operations,  believes  it  will  reap  any  benefit 
from  the  new  system.     Our  largest  mailer,  the  Internal 
Revenue  Service,  opposes  the  adoption  of  the  new  system 
arguing  it  is  not  cost  effective.     This  sentiment  is 
expressed  by  the  rest  of  Treasury's  bureaus." 
An  Internal  Revenue  Service  document  prepared  in  response 
to  a  Postal  Service  Federal  Register  notice  concerning  "ZIP  +  4" 
states : 

"The  Internal  Revenue  Service  (IRS)   is  presently  opposed 
to  the  implementation  of  an  expanded  ZIP  Code  system. 
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This  opposition  is  based  on  both  a  budgetary  and 
taxpayer  relations  impact. 
"If  IRS  were  forced  to  implement  this  expanded  ZIP  Code 
program  within  the  next  five  years  it  would  necessitate 
delaying  other  programs  unless  Congress  appropriated 
the  additional  funding.     Implementation  costs  for  this 
program  would  range  from  6.1  to  9«9  million  dollars 
(see  attached  MARS  questionnaire).     Additionally,  costs 
for  modifying  our  sorting  equipment,  re-designing 
notices,  forms  and  envelopes  will  be  projected  when  the 
final  Optical  Character  Recognition  (OCR)  requirements 
are  released  by  the  U.S.   Postal  Service." 
The  committee  believes  that  outlay  savings  clearly  will  occur 

as  a  result  of  section  10108  of  its  reconciliation  submission. 

The  committee  also  wishes  to  emphasize  that  its  action  does 

not  represent  a  final,  absolute  rejection  of  the  "ZIP  +  4"  program. 

The  committee  is  eager  to  work  with  the  Postal  Service  toward 

attainment  of  the  productivity  improvements  which  will  be  needed 

in  the  years  to  come. 

Section  10109  -  Effective  Date 

Section  10109  of  the  committee  submission  specifies  that  the 
provisions  of  the  postal  subtitle  of  the  committee's  reconciliation 
submission  shall  take  effect  on  October  1,  198l,  except  that 
section  10108  (the  ZIP  Code  provisions)   shall  take  effect  on  the 
date  of  enactment  of  Act. 


CONGRESSIONAL  BUDGET  OFFICE 
US.  CONGRESS 
WASHINGTON,  O.C  20515 


Alice  M.  Rivlln 
Director 


June  12,  1981 


Honorable  William  D.  Ford 
Chairman 

Committee  on  Post  Office  and 

Civil  Service 
Ui.  House  of  Representatives 
309  Cannon  House  Office  Building 
Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

In  response  to  your  request  of  June  9,  1981,  the  Congressional  Budget  Office 
has  prepared  an  estimate  of  savings  achieved  by  the  statutory  provisions 
adopted  by  the  House  Committee  on  Post  Office  and  Civil  Service,  June  9, 
1981.  The  estimates  provided  in  the  attached  report  represent  the  fiscal 
years  1982  through  1984  effect  of  the  Committee's  legislative  proposals  on 
the  federal  budget.  The  Committee  on  the  Budget  will  be  responsible  for 
interpreting  how  the  savings  contained  in  these  legislative  proposals 
measure  against  the  resolution  reconciliation  instructions. 

Should  the  Committee  so  desire,  we  would  be  pleased  to  provide  further 
details  on  this  estimate. 


Sincerely, 


Alice  M.  Rivlin 
Director 


cc: 


Honorable  Edward  J.  Derwinski 
Ranking  Minority  Member 
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The  estimated  change  to  the  baseline  resulting  from  the  legislative  pro- 
posals recommended  by  the  Committee  are  summarized  below.  A  brief 
section-by-section  analysis  follows. 


SUMMARY  TABLE  OF  NET  CHANGES  TO  BASELINE 

(by  fiscal  years,  in  millions  of  dollars) 

1982  1983  19S4 

Budget  Authority  -5,246  -6,463  -7,203 

Outlays  -5,309  -6,629  -7,418 

Section  10001 — Federal  Employee  Pay  Comparability  Adjustments 

The  reconciliation  proposal  for  federal  employee  pay  comparability  adjust- 
ments provides  lower  payraises  than  assumed  under  current  law.  The  1982 
payraise  is  reduced  from  13.5  percent  to  5.8  percent;  1983  and  1984 
payraises  are  reduced  from  8.9  percent  to  7.4  percent  and  7.9  percent  to  7.0 
percent,  respectively. 

(by  fiscal  years,  in  millions  of  dollars) 
1982  1983  1984 

Baseline 

Budget  Authority  5,867  10,595  15,039 


Outlays  -  5,733  10,495  14,942 
Change  to  Baseline 

Budget  Authority  -3,346  -4,620  -5,490 

Outlays  -3,416  -4,780  -5,700 


Section  10002— Reduce  Federal  Employees'  Wages  and  Salaries  for  Each 
Dollar  of  Military  Retirement  Benefits  They  Receive 


This  proposal  would  reduce  the  pay  received  by  most  of  the  142,500  military 
retirees  now  working  for  the  federal  government.  It  would  exempt  certain 
individuals  receiving  disability  benefits  for  military  duty  and  would  provide 
for  additional  exemptions  to  meet  special  or  emergency  employment  needs. 
While  the  budgetary  impact  would  be  distributed  among  all  agencies 
employing  military  retirees,  about  70  percent  of  the  affected  wages  and 
salaries — excluding  the  U.S.  Postal  Service — would  be  for  workers  in  the 
Department  of  Defense.  The  Postal  Service  would  retain  the  pay  saved  by 
this  proposal  but  all  other  agencies  would  deposit  the  pay  savings  into  the 
general  fund  of  the  Ui.  Treasury. 
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(by  fiscal  years,  in  millions  of  dollars) 
1982  1983  1984 


Non-Postal  Agencies 
Baseline 

Budget  Authority  52,992            57,720  62,164 

Outlays  55,110            60,070  64,710 

Change  to  Baseline 

Budget  Authority  -907  -847  -688 

Outlays  -870  -850  -690 

U.S.  Postal  Service 

Off-budget  pay 

reduction  -270  -260  -230 


Information  necessary  for  the  development  of  this  estimate  was  provided  by 
the  Veterans  Administration,  Department  of  Defense,  and  the  Office  of 
Personnel  Management.  The  estimate  assumes  that:  (1)  most  military 
retirees  now  in  federal  positions  will  leave  the  civil  service  during  the  next 
five  years,  and  (2)  after  enactment,  vacant  federal  positions  will  be  filled  by 
people  other  than  military  retirees. 

Section  10003— Eliminate  Dual  Pay  for  Reservists  Who  are  Federal 
Employees 

Federal  civilian  employees  who  are  reservists  in  the  armed  forces  currently 
receive  both  civilian  and  military  pay  during  their  two-week  annual  period 
of  active  duty  for  training.  This  change  would  pay  these  employees  the 
greater  of  their  civilian  or  reserve  salaries,  rather  than  both.  The  estimate 
is  based  on  data  supplied  by  the  Department  of  Defense. 

(by  fiscal  years,  in  millions  of  dollars) 


1982  1983  1984 

Baseline 

Budget  Authority  52,992  57,720  62,164 

Outlays  55,110  60,070  64,710 

Change  to  Baseline 

Budget  Authority  -50  -54  -57 

Outlays  -49  -54  -57 


Section  10004 — Personnel  Ceilings  and  Contracting  Out  of  Federal 
Functions 

This  section  would  require  adjustments  to  federal  personnel  ceilings  based 
upon  the  extent  to  which  federal  functions  are  contracted  out.  This  section 
would  also  require  determinations  regarding  contracting  for  services  to  be 
based  on  cost-effectiveness  criteria. 
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To  the  extent  that  this  provision  would  increase  the  cost-effectiveness  of 
the  performance  of  federal  functions  there  may  be  a  potential  for  savings  to 
be  realized  from  enactment  of  this  proposal.  However,  any  savings  would 
likely  be  offset,  in  whole  or  in  part,  by  increased  administration  costs  which 
would  be  related  to  increased  agency  data  collection  and  reporting  require- 
ments. 

Section  10005 — Coordination  of  Federal  Employees  Health  Benefits  Program 
and  Medicare 

Medicare  today  is  the  primary  payer  when  an  individual  is  insured  by  both 
Medicare  and  one  of  the  federal  employees  health  benefits  plans.  Section 
10005  would  fix  that  relationship  in  statutory  law  and  would,  therefore,  have 
no  impact  on  the  budget. 

Section  10006 — Awards  for  Disclosure  of  Waste,  Fraud,  and  Mismanagement 

This  section  would  authorize  the  payment  of  monetary  awards  to  employees 
who  disclose  waste,  fraud,  and  mismanagement  when  those  disclosures  result 
in  cost  savings  to  the  government.  Assuming  that  the  savings  realized  from 
such  disclosure  are  greater  than  the  awards  made  to  employees,  enactment 
of  this  proposal  would  be  expected  to  result  in  net  savings  to  the  govern- 
ment. Because  of  a  lack  of  data  and  historical  experience  it  is  not  possible 
to  estimate  the  potential  savings  from  this  proposal. 

Section  10007 — Reductions  in  Force  of  Career  Senior  Executives 

This  section  would  provide  that  Senior  Executive  Service  (SES)  employees 
who  would  be  removed  as  the  result  of  a  reduction  in  force  would  be  entitled 
to  be  assigned  to  another  SES  position.  Since  the  baseline  does  not  assume 
personnel  reductions,  enactment  of  this  proposal  would  not  result  in  any 
change  to  the  baseline. 

Section  10008 — Voluntary  State  Income  Tax  Withholding  for  Annuitants 

This  section  would  require  the  Office  of  Personnel  Management  (OPM)  to 
withhold  state  income  tax  from  the  monthly  annuity  payment  of  any 
annuitant  who  requests  such  withholding.  The  amounts  withheld  would  be 
disbursed  to  the  states  on  a  quarterly  basis. 

There  would  be  an  estimated  gross  one-time  reduction  in  outlays  of  $31.2 
million  in  fiscal  year  1982.  This  reduction  would  be  the  equivalent  of  the 
amount  estimated  to  be  withheld  during  one  quarter  in  fiscal  year  1982. 
Smaller  additional  outlay  reductions  would  be  realized  in  future  years, 
assuming  withholding  increases  at  a  rate  consistent  with  estimated  semi- 
annual cost  of  living  adjustments  for  civil  service  annuitants. 

This  estimate  assumes  400,000  annuitants  would  request  this  service  and 
that  the  average  annual  state  tax  withheld  would  be  $250  in  fiscal  year 
1982. 

The  savings  caused  by  the  lag  between  issuing  annuitant  checks  and 
disbursements  to  the  states  would  be  partially  offset  by  administrative 
expenses  that  would  be  incurred  by  OPM.     Estimated  administrative 
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expenses  are  approximately  $480  thousand  in  fiscal  year  1982,' and  $600  and 
$640  thousand  in  fiscal  years  1983  and  1984,  respectively. 

(by  fiscal  years,  in  millions  of  dollars) 

1982  1983  1984 

Baseline 

Budget  Authority  27,561  30,759  34,063 

Outlays  20,160  22,356  24,282 

Change  to  Baseline 

Budget  Authority  —  1  1 

Outlays  -31  -2  -2 


Section  10101 — Authorizations  for  Public  Service  Appropriations 

This  section  would  reduce  the  public  service  payment  to  the  United  States 
Postal  Service  (USPS)  to  $200  million  in  fiscal  year  1982,  $100  million  in 
fiscal  year  1983,  and  zero  thereafter. 

(by  fiscal  years,  in  millions  of  dollars) 


1982 

1983 

1984 

Baseline 

Budget  Authority 

1,825 

1,796 

1,812 

Outlays 

1,825 

1,796 

1,812 

Change  to  Baseline 

Budget  Authority 

-444 

-452 

-460 

Outlays 

-444 

-452 

-460 

Section  10102 — Continuation  of  Six-Day  Mail  Delivery 

This  section  would  require  the  USPS  to  continue  six-day  mail  delivery 
despite  the  reduction  in  the  public  service  payment.  The  potential  cost 
impact,  if  any,  will  be  realized  in  the  off-budget  activities  of  the  USPS,  and 
would  have  no  effect  on  the  federal  budget  for  purposes  of  reconciliation. 

Section  10103 — Closing  and  Consolidation  of  Post  Offices 

The  USPS  would  be  allowed  to  consolidate  or  close  post  offices  in  order  to 
minimize  the  impact  of  the  reduced  federal  payment.  Any  savings  resulting 
from  this  provision  would  be  realized  in  the  off -budget  activities  of  the 
USPS,  and  would  have  no  effect  on  the  federal  budget  for  purposes  of 
reconciliation. 


Section  10104 — Ratemaking  Considerations 

This  section  outlines  considerations  for  ratemaking  decisions  and  has  no  cost 
impact  on  the  federal  budget. 
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Section  10105— Reduction  of  Authorization  for  Revenue  Forgone 

The  USPS  receives  a  revenue  forgone  payment  for  mail  sent  at  reduced 
rates  as  specified  by  current  law.  This  section  would  eliminate  the  phasing 
portion  of  this  payment  for  third-class  bulk  nonprofit  mail  and  second-class 
in-county  mail.  It  would  reduce  the  authorization  of  appropriations  for  the 
other  subsidized  subclasses  to  10  percent  for  each  fiscal  year  1982  and  1983, 
and  to  20  percent  for  fiscal  year  1984. 

(by  fiscal  years,  in  millions  of  dollars) 


1982 

1983 

1984 

1,825 

1,796 

1,812 

1,825 

1,796 

1,812 

-384 

-383 

-424 

-384 

-383 

-424 

Baseline 

Budget  Authority 
Outlays 

Change  to  Baseline 
Budget  Authority 
Outlays 

Section  10106 — Reduction  of  Transitional  Appropriations 

Current  law  authorizes  appropriations  to  the  USPS  for  unfunded  liabilities  of 
the  old  Post  Office  Department.  This  section  would  defer  the  federal 
payment  for  these  amounts  until  fiscal  year  1985. 

(by  fiscal  years,  in  millions  of  dollars) 


Baseline 

Budget  Authority 
Outlays 

Change  to  Baseline 
Budget  Authority 
Outlays 

Section  10107 — Quarterly  Payments  of  Appropriations  to  the  Postal  Service 
Fund 

Under  existing  law,  the  USPS  receives  an  annual  appropriation  made  on 
October  1  of  each  fiscal  year.  This  section  would  require  quarterly 
disbursements  of  this  payment,  thereby  reducing  the  interest  on  the  public 
debt.  The  savings  estimates  are  based  on  the  disbursement  of  the  federal 
payments  to  the  USPS  as  recommended  in  this  bill. 

(by  fiscal  years,  in  millions  of  dollars) 

1982  1983  1984 

Baseline 

Budget  Authority  101,800  107,600  110,100 

Outlays  101,800  107,600  110,100 

Change  to  Baseline 

Budget  Authority  -46  -39  -34 

Outlays  -46  -39  -34 


1982 

1983 

1984 

1,825 

1,796 

1,812 

1,825 

1,796 

1,812 

-69 

-69 

-51 

-69 

-69 

-51 
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Section  10108— Prohibition  of  Nine-Digit  Zip  Code 

This  section  would  prohibit  federal  agencies,  including  the  USPS,  from 
revising  mailing  procedures  to  accommodate  a  ZIP  code  of  more  than  five 
digits.  Since  the  baseline  used  for  reconciliation  in  fiscal  years  1982 
through  1984  is  based  upon  the  1981  current  level,  no  additional  amounts 
have  been  included  in  the  1982-1984  baseline  to  reflect  potential  conversion 
by  federal  agencies  to  a  nine-digit  ZIP.  Consequently,  it  is  not  possible  to 
achieve  any  reduction  in  the  baseline  since  no  costs  were  included  for  this 
purpose.  Any  savings  to  the  USPS  would  be  realized  in  its  off-budget 
activities,  and  would  have  no  direct  impact  upon  the  federal  budget. 


COMPLEMENTARY  VIEWS 
TO  ACCOMPANY  RECONCILIATION  RECOMMENDATIONS 


The  committee  majority  has  approached  its  duty  under  the  reconciliation 
directive  with  all  the  enthusiasm  of  a  bridegroom  at  a  shotgun  wedding.  Indicative 
of  its  attitude  is  the  wording  of  the  motion  to  report  to  the  Budget  Committee; 
that  is,  that  the  legislative  proposals  be  reported  with  the  recommendation 
they  do  not  pass. 

Although  in  technical  compliance  with  the  reconciliation  instructions,  that 
type  of  action  by  the  committee  adroitly  and  wisely  begs  the  question. 

There  are,  however,  a  number  of  common  thoughts  we  as  the  minority  share 
with  the  majority.     One  of  these  is  that  the  pendulum  of  the  Budget  Act  has 
swung  too  far.     The  rigidity  with  which  it  insists  on  compliance  with  arithmetic 
boundaries  erodes  the  underpinning  of  the  legislative  committee  system.     It  is 
one  thing  to  sincerely  aspire  to  a  balanced  Federal  budget.     It  is  quite  another 
to  dispossess  a  committee  of  its  judgmental  function  in  dealing  with  legislative 
acts  under  its  jurisdiction. 

Therefore,  understanding  the  plight  of  the  Democratic  majority,  we  wish  to 
offer  a  few  comments  to  add  perspective  to  the  committee  action. 

There  has  been  a  tendency  during  the  past  couple  years  for  the  Office  of 
Management  and  Budget  and  the  House  and  Senate  Budget  committees  to  become 
over- involved  in  the  operation  of  the  Postal  Service.     Their  advice  and 
instruction  has  been  neither  practical  nor  enlightened,  and  more  often  than  not, 
contributes  to  problems  rather  than  solving  them. 

If  the  prodding  of  the  budget  committees  causes  the  Congress  to  get  carried 
away  with  arbitrary  appropriation  cuts,   then  the  Congress  must  also  take  credit 
for  the  closing  of  10,000  community  post  offices  and  the  elimination  of  Saturday 
mail  delivery. 
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The  reduction  of  postal  appropriations  blissfully  ignores  the  facts  of 
life,  coming  as  they  do  just  when  the  Postal  Rate  Commission  denied  necessary 
rate  increases  and  the  Postal  Service  is  about  to  sit  down  and  bargain  with 
unpredictable  union  leaders. 

Any  cost  savings  associated  with  delaying  the  ZIP  plus  4  program  is 
questionable  at  best.     Regardless  of  how  anyone  may  feel  about  ZIP  plus  4, 
if,  in  fact,   it  does  produce  the  overall  savings  in  mailing  costs  that  are 
projected,   then  Federal  agencies  should  be  allowed  to  reap  the  benefits  along 
with  other  mailers. 

The  majority  proposal  dealing  with  the  October  pay  adjustment  for  Federal 
white  collar  workers  is  innovative  but  it  unwisely  denies  the  President  the 
authority  to  make  reasonable  adjustments  in  pay  based  on  national  economic 
conditions  during  the  three-year  period  which  will  be  critical  to  the  President's 
recovery  program. 

The  most  noble,  but  illusionary,  proposal  by  the  majority  is  to  reduce 
civilian  salaries  of  military  retirees.     While  this  ostensibly  would  save 
twice-a-year  cost  of  living  adjustments  for  Federal  annuitants  by  shifting  some 
budget-cutting,  we  do  not  have  enough  information  to  substantiate  the  projected 
$740  million  savings,  nor  can  we  competently  judge  whether  such  a  proposal  is 
appropriate. 

The  proposal  to  allow  the  adjustment  of  personnel  ceilings  based  on  the 
contracting  out  of  agency  functions  is  really  a  disguised  arrangement  for 
increasing  federal  employment  and  discouraging  contracting  for  services.  If 
contracting  of  services  is  cost-effective  and  efficient,   then  agencies  should 
use  it.     It  makes  no  sense  to  arbitrarily  deny  this  tool  to  the  government  and 
impose  potential  waste  and  f eatherbedding. 

We  offer  these  comments  in  an  effort  to  promote  harmony  and  sound  legislation 
within  the  committee.     It  is  unfortunate  that  this  reconciliation  procedure 
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has  become  somewhat  political,   for  it  shouldn't  be.     We  know  the  committee 
Democrats  tried  as  best  they  could  under  the  circumstances  to  serve  the 
committee's  area  of  jurisdiction. 

We  know  it  is  difficult  for  the  committee  to  say  "no"  to  its  constituents. 
But  we  also  feel  it  would  be  more  honest  to  tell  the  facts  of  life  and  not 
pretend  we  are  protecting  turf  that  will  become  vulnerable  before  the  Budget 
Committee  and  the  Congress.     For  example,  we  would  have  been  better  disposed 
to  deal  with  the  issue  of  COLA  head-on,  for  it  most  certainly  will  be  dealt 
with  by  other  forces  in  the  House. 

Nevertheless,  we  admire  the  ingenuity  of  the  committee  majority  under  these 


SUPPLEMENTAL  VIEWS  OF  THE  HONORABLE  DON  ALBOSTA  (D,  Michigan) 


While  I  joined  with  my  colleagues  in  the  majority  in  reporting  this 
total  package  representing  over  $5  billion  in  budget  savings,  I  feel 
compelled  to  be  vocal  on  the  discriminating  nature  of  this  proposal  against 
this  nation's  rural  areas. 


SMALL  POST  OFFICE  CLOSURES 

First,  regarding  the  closure  and  consolidation  of  small  Post  Offices, 
it  is  clear  that  the  Postal  Service  retains  a  monopoly  over  the  delivery  of 
first  class  letters  for  two  major  reasons.     The  first  reason  is  that  mail  is 
delivered  six  days  a  week.     I  am  pleased  that  the  Committee  secured  the  con- 
tinuation of  six-day  mail  delivery  for  this  reconciliation  report.     The  second 
reason  for  preserving  the  postal  monopoly  is  the  fact  that  the  Postal  Service 
must  deliver  to  all  residences  in  the  United  States.     There  is  no  exception 
to  that  rule.     Most  private  carriers  limit  their  operations  to  the  most  profitable 
areas.     The  Postal  Service,  since  Revolutionary  War  times  has  not,  and  will 
never,  limit  itself  to  the  high  profit  localities. 

Local  postal  services  are  centered  around  the  local  Post  Office.  In 
many  outlying  rural  areas,  the  rural  carriers  serve  as  the  Postal  patrons' 
link  to  the  Post  Office.     I  sincerely  fear  that  the  wholesale  closing  of  small 
rural  post  offices  simply  on  the  basis  of  their  nonprof itability  goes  counter 
to  our  nation's  commitment  to  provide  an  affordable  postal  service  to  all 
Americans.     I  would  thus  caution  the  Budget  Committee,  when  working  on  this 
matter,  to  seriously  consider  the  constitutional  function  that  the  Postal 
Service  provides,  and  the  fact  that  the  local  Post  Office,  no  matter  how  small, 
is  an  integral  part  of  fulfilling  that  purpose. 


SMALL  NEWSPAPER  POSTAGE  RATES 

Another  issue  that  I  feel  the  Budget  Committee  should  note    is  that  portion 
of  the  Post  Office  and  Civil  Service  Committee's  report  dealing  with  the 
treatment  of  second  class  in-county    postage  rates  for  small  newspapers.  For 
over  two-hundred  years,  the  Post  Office  has  accorded  discount  rates  to  all 
newspapers,  because  of  the  important  service  they  provide.    The  small  newspapers, 
utilizing  the  lower  in-county    rate,  have  been  encouraged  through  the  years  to 
use  the  Postal  Service  for  a  few  other  basic  reasons.     First,  many  of  the 
newspapers  are  in  rural  areas,  and  the  best,  and  sometimes  only  means  of  communi- 
cating local  and  county  news  is  through  these  papers.     As  everything  is  so 
spread  out  in  those  areas,  the  most  efficient  means  of  delivery  of  that  news 
is  through  the  Postal  Service.    A  second  reason  the  Postal  Service  has  en- 
couraged mail  delivery  of  newspapers  through  lower  rates,  is  to  increase  postal 
volume.     This  has  been  accomplished. 

An  example  of  this  increased  volume  is  evident  in  Cadillac,  Michigan,  a 
town  in  my  Congressional  District.    Just  last  year  the  Cadillac  Evening  News 
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switched  from  carrier  delivery  to  mail  delivery.    They  changed  their  printing 
schedule  to  accommodate  the  requirements  of  the  Postal  Service.     I  believe 
it  is  interesting  to  note  that  after  one  year  of  utilizing  the  Postal  Service, 
the  Cadillac  Post  Office  actually  posted  a  profit.     This  is  in  large  part  due 
to  the  increased  volume  created  by  the  Evening  News,  which  is  a  steady,  reliable 
postal  customer. 

Unfortunately,  under  the  Post  Office  and  Civil  Service  Committee's 
proposal,  second  class  in-county    users  are  not  treated  like  other  second  class 
rate  users.     As  opposed  to  percentage  cuts  in  the  phasing  of  postage  rate 
increases,  the  Committee's  proposal  totally  eliminates  the  phasing  of  these  rates 
for  the  small  newspapers.    This  would  at  least  double  the  postage  rates  currently 
being  paid  by  thousands  of  small  newspapers  nationwide. 

If  papers  like  the  Cadillac  Evening  News,  which  had  to  invest  a  great 
deal  of  money  to  change  over  its  operations  from  carrier  delivery  to  postal, 
were  faced  with  twice  the  current  rates,  they  would  have  to  seriously  consider 
switching  back  to  carrier  delivery.     If  they  did  that,  and  others  nationwide 
did  the  same,  the  effect  on  postal  volume  could  be  devastating.     Second,  it 
is  clear  that  many  small  newspapers  would  be  financially  unable  to  either  make 
that  type  of  adjustment  in  operation,  or  meet  the  higher  rates.    The  sad  result 
would  be  that  many  small  newspapers  would  be  forced  to  go  out  of  business. 

I  am  not  saying  that  the  subsidy  for  the  second  class  in-county  users 
should  not  be  cut.     What  I  am  saying  is  that  if  we  are  to  make  the  cuts  fairly 
across-the-board,  those  rates  should  receive  the  same  treatment  as  the  other 
second  class  rates.     To  achieve  this  balance  and  equity,  I  propose  that  the  Budget 
Committee  consider  the  following  change. 

1.  Treat  second  class  in-county    rates  the  same  as  other  second  class 
rates.     (Percentage  cuts  in  subsidy  as  opposed  to  the  full  elimination 
of  the  subsidy.) 

2.  Meet  the  same  amount  of  legislative  savings  for  the  purposes 

of  reconciliation  by  increasing  the  percentage  cut  for  the  second 
class  postal  subsidy. 

The  Committee's  proposal  reduces    the  second  class  phasing  appropriation 
by  10%  in  Fiscal  Years  1982  and  1985,  while  it  cuts  the  phasing  appropriation 
by  20%  in  Fiscal  Year  1984.     Under  my  plan,  to  meet  the  same  amount  of  savings 
and  still  treat  the  second  class  in-county,  rates  more  equitably,  the  second 
class  phasing  appropriation  would  be  reduced  by  21%  in  Fiscal  Years  1982  and  1983 
and  30%  in  Fiscal  Year  1984. 


RURAL  ELECTRIC  COOPERATIVES 

I  would  also  recommend  the  establishment  of  a  special  second  class  rate 
utilizing  the  Committee's  cuts  of  10%-10%-20%  to  be  applied  to  users  of  Sect.  423.14  of 
the  Domestic  Mail  Manual.     That  provision  of  the  manual  deals  with  four  specific 
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four  specific  areas  that  Congress  set  aside  for  second  class  mail.  These 
deal  with  certain  state  governmental  publications  and  mailings  of  rural  electric 
cooperatives.     I  propose  to  apply  the  lower  cut  to  their  rates  for  three 
reasons.     First,  the  money  appropriated  under  that  section  of  the  Domestic 
Mail  Manual  is  negligible.     Second,  since  normally  there  is  no  advertising  in 
those  publications,  particularly  the  state  publications,  the  postal  increase 
would  have  to  be  borne  by  the  taxpayers.     Finally,  regarding  the  rural  electric 
cooperatives,  any  postage  increase  would  simply  increase  utility  rates,  which  is 
clearly  inflationary. 


While  the  cuts  I  propose  are  still  severe,  I  believe  they  represent  a 
fairer  and  more  balanced  approach.     Also,  for  the  small  newspapers,  whose 
profit  margin  is  already  very  small,  this  cut  represents  at  least  a  better 
chance  at  survival. 

This  alternative  approach  for  handling  the  second  class  in-county  rate 
has  the  support  of  the  National  Newspaper  Association  and  the  American  News- 
paper Publisher's  Association. 

In  closing  I  would  point  out  that  when  the  Postal  Reorganization  Act 
passed,  the  in-county    rate  was  established  because  of  the  special  service 
provided  by  local  papers  in  rural  areas.     That  purpose  has  not  changed,  and 
while  an  increase  in  postage  may  not  be  avoided  completely,  we  must  treat  them 
equitably  to  insure  that  we  do  not  disproportionately  burden  ithose  papers  to 
the  extent  that  many  will  go  out  of  business.     Rural  areas  would  lose  vital 
communications  services.     The  government  would  lose  if  these  newspapers  cease 
to  exist,  as  it  is  through  that  medium  that  the  various  levels  of  government 
can  communicate  directly  with  the  people  on  the  grass  roots  level. 

I  sincerely  hope  that  the  members  of  the  Budget  Committee  take  a  very 
close  look  at  my  proposal,  which  meets  the  necessary  budget  savings,  and  helps 
protect  the  viability  of  our  nation's  small  newspapers. 


ADDITIONAL  VIEWS  OF  REPRESENTATIVE  GENE  TAYLOR 


The  proposal  to  eliminate  certain  dual  compensation  received  by 
Federal  employees  who  are  also  members  of  the  National  Guard  and 
Reserves,  does,  I  believe,  send  a  mixed  signal  to  those  civic  minded 
individuals  who  have  or  who  are  answering  our  call  for  active  men  and 
women  to  take  part  in  the  voluntary  defense  of  our  country  through  the 
Reserves  and  the  National  Guard.     On  the  one  hand  we  are  spending  large 
sums  of  money  for  recruitment  purposes  and  bonuses  for  re-enlistments 
and  on  the  other  we  are  recommending  this  proposal,  which  reflects 
$50  million  worth  of  savings  for  FY  1982  and  would,  I  believe,  severely 
hinder  our  efforts  to  make  these  groups  a  critical  component  of  our 
defense  establishment. 

Currently,  there  are  over  100,000  federal  employees  who  serve  as 
members  of  the  Guard  and  Reserves.     Approximately  20%  of  the  Guard's 
and  Reserve's  membership  is  made  up  of  federal  employees.     This  is 
largely  due  to  the  establishment  of  military  leave  pay  for  federal 
employees  by  the  Congress  some  years  ago  to  promote  federal  employee 
involvement  in  these  services.     This  policy  was  then  quickly  adopted 
by  most  State,  County  and  Municipal  governments  as  well  as  many  private 
industries  and  businesses. 

I  am  very  concerned  that  should  this  policy  of  the  federal  government 
be  restricted  due  to  this  proposal,  it  would  be  followed  by  similar 
policy  adjustments,  particularly  in  State,  County  and  Municipal  govern- 
ments.    Therefore,  I  would  urge  my  colleaugues  to  consider  this  proposal 
carefully  during  our  upcoming  deliberations. 
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ADDITIONAL  VIEWS  TO  ACCOMPANY  RECONCILIATION  RECOMMENDATIONS 


FROM 


DANIEL  B.  CRANE,  22ND  DISTRICT  ILLINOIS 


I  concur  with  the  previous  Complementary  Views  except  for  the  reference 
to  the  additional  4  numbers  on  the  zip-code.     T  have  opposed  the  nine-digit  zip- 
code  and  I  still  oppose  it.     If  there  is  one  thing  we  do  not  need  from  the 
Government  it  is  more  numbers. 

Under  the  current  five-digit    zip-code,  the  country  is  separated  into  small 
regions,  each  with  its  own  code.     The  proposed  nine-digit  zip-code  would  divide 
the  country,  into  still  smaller  units;  in  fact,  each  block  could  have  its  very 
own  zip-code. 

Implementation  of  this  proposed  change  would  increase  the  cost  to  the  ordinary 
citizen,  to  the  businesses  who  use  the  mails  and  to  the  Postal  Service  for  conversion 
to  the  machinery  to  handle  the  additional  four  numbers.     The  ordinary  citizen  would 
also  be  asked  to  memorize  an  additional  four  numbers  for  every  letter  he  writes. 
This  added  confusion  is  not  needed. 
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Additional  VIEWS  OF  THE 

HONORABLE  FRANK  R.  WOLF 


The  unusual  procedure  used  by  the  majority  members  of  the 
Committee  on  Post  Office  and  Civil  Service  in  complying  with  the 
requirements  of  the  Budget  Act  clouds  any  logical  interpretation  of 
their  actions. 

To  comply  with  the  first  concurrent  budget  resolution,  the 
committee  majority  first  assembled  a  list  of  legislative  recommendations 
ostensibly  to  achieve  $4.2  billion  in  savings  under  the  category  Federal 
Civil  Service  and  $947  million  under  Postal  Service.    Under  a  procedure 
rarely  used,  they  then  moved  to  report  these  savings  to  the  Budget 
Committee  with  the  recommendation  that  they  do  not  pass.    In  effect,  the 
majority  members  voted  against  their  own  recommendations,  some  of  which 
they  obviously  favored. 

My  own  vote  was  cast  in  part  as  a  protest  of  a  procedure  that  forced 
the  package  on  the  Committee  with  no  time  for  thoughtful  examination  and 
consideration.    The  package  of  reconciliation  recommendations  voted  by  the 
Committee  was  available  to  the  members  only  minutes  before  the  vote,  yet 
it  would  potentially  close  10,000  post  offices  and  affect  the  lives  of 
thousands  of  Federal  employees.    Such  a  procedure  is  no  way  to  establish 
responsible  public  policy.    I  recognize  that  the  Budget  Act  requires  tight 
deadlines,  but  Committee  action  without  any  prior  notice  of  the  contents 
of  a  proposal  as  important  as  the  reconciliation  recommendations  is  very 
inappropriate . 
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For  example,  the  proposal  to  reduce  the  civilian  pay  of  Federal 
employees  who  receive  military  retirement  pensions  has  not  been  considered 
by  the  Committee  in  this  Congress.    It  is  unwise  for  this  proposal  to  be 
presented  to  the  Committee  members  as  part  of  an  omnibus  package.  Clearly, 
the  members  had  no  opportunity  to  examine  its  application  and  ramifications. 

Further,  I  am  and  have  been  a  consistent  advocate  of  twice-a-year 
cost-of-living  adjustments  for  Federal  retirees.    This  was  not  at  issue 
in  the  Committee  deliberations  and  was  never  brought  to  a  vote.  The 
Committee  was  asked  to  approve  a  specific  list  of  cuts  with  no  consideration 
of  other  alternatives.    While  the  effect  of  the  Carmittee 1 s  action  is  to 
nominally  preserve  the  semi-annual  COLA,  (which  I  applaud) ,  I  am  deeply 
concerned  that  the  form  of  the  Committee's  recommendations  may  leave  the 
semi-annual  COLA  unprotected.    Failure  to  have  a  clear  vote  in  support  of 
the  twice-a-year  COLA  may  weaken  the  position  of  the  House  when  this  bill 
reaches  conference.    Also,  the  majority  has  voted  spending  cuts  that  would 
appear  to  eliminate  the  need  for  any  cuts  in  COLA,  but  then  recommended 
that  the  reductions  do  not  pass  —  leaving  the  future  of  COLA  still 
vulnerable.    Anyone  who  is  confused  by  the  majority's  double  talk  has  every 
right  to  be. 

I  can  fully  appreciate  the  difficulty  of  meeting  the  requirements 
of  the  Budget  Act.    However,  the  unusual  procedure  and  strategy  adopted 
by  the  majority  to  satisfy  those  requirements  only  served  to  confuse 
rather  than  enlighten. 


TITLE  XI  -  COMMITTEE  ON  PUBLIC  WORKS  AND  TRANSPORTATION 


Franklin  D.  Roosevelt  once  observed  "the  will  of  the 
Government  must  be  the  will  of  the  governed."    And,  in  this  same 
spirit,  President  Reagan  told  the  Nation  on  April  28  of  a  "dream" 
—  a  dream  for  a  new  and  better  America,  an  America  with 
unlimited  potential  for  future  growth. 

The  budget  resolution  which  recently  passed  the  Congress 
proposes  to  embody  these  principles.     It  assumes  control  of 
Federal  spending  as  a  critical  and  primary  element  of  any  serious 
anti-inflation  policy,  and  rampant  inflation  as  the  single  most 
profound  threat  to  our  economy  and  to  our  future  domestic 
security.     Accordingly,  the  spending  decisions  underlying  the 
resolution  span  the  programmatic  gamut  from  defense  to  social 
issues,  from  individual  to  business  tax  cuts,  and  from  business 
to  investment  incentives.     It  is  the  latter  -  investment  pro- 
grams, and  specifically  those  spending  reductions  associated 
with  public  works  investment  programs  -  that  are  of  primary 
concern  to  the  Committee  on  Public  Works  and  Transportation. 

Sec.  301(11)  of  the  Conference  Report  to  accompany  the  First 
Concurrent  Resolution  on  the  Budget  for  Fiscal  Year  1982  directs 
the  House  Committee  on  Public  Works  and  Transportation  to  change 
laws  within  its  jurisdiction  to  achieve  savings  in  authorization 
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programs  of  $6,346  million  in  budget  authority  and  $1,033  million 
in  outlays  for  fiscal  year  1982,  and  in  direct  spending  programs, 
$185  million  in  outlays  for  fiscal  year  1982. 

In  addition,   savings  amounts  are  also  included  for  fiscal 
years  1983  and  1984,  as  follows:     in  authorization  programs, 
$5,122  million  in  budget  authority  and  $2,665  million  in  outlays 
for  fiscal  year  1983;   $6,241  million  in  budget  authority  and 
$4,355  million  in  outlays  for  fiscal  year  1984;  and  in  direct 
spending  programs,  $900  million  and  $1,365  in  outlays  for  fiscal 
years  1983  and  1984  respectively. 

The  legislative  recommendations  submitted  herein  more  than 
accomplish  these  reductions.     For  fiscal  year  1982,  specific 
legislative  changes  are  included  to  effectuate  corresponding 
legislative  savings.     Since  the  reductions  required  for  fiscal 
years  1983  and  1984  are  assumed  in  programs  not  currently 
authorized  beyond  fiscal  year  1982,  no  specific  legislative 
language  is  included  for  these,  consistent  with  Budget  Committee 
guidelines.     However,  when  these  programs  are  considered  for 
reauthorization,  the  Committee  will  achieve  the  aggregate  outyear 
reductions . 

It  has  come  to  our  attention  that  the  Congressional  Budget 
Office  may  include  some  estimates  of  specific  program  funding 
levels  for  fiscal  years  1983  and  1984.     If  CBO  should  include 
these  estimates,   the  Committee  wishes  to  note  that  it  did  not 
participate  in  the  development  of  these  estimates  and  does  not, 
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therefore,  necessarily  agree  with  them.     The  Committee  reserves 
all  of  its  options  in  dealing  with  these  programs  when  they  are 
considered  for  reauthorization.     As  we  mentioned  previously, 
we  are  committed  to  meeting  the  aggregate  spending  reductions 
for  the  outyears. 

Generally,  the  reconciliation  package  submitted  by  the 
Committee  on  Public  Works  and  Transportation  is  the  result  of 
substantial  discussion  and  painstaking  decisions  regarding  many 
of  the  programs  over  which  we  have  all  labored  hard  and  long. 
It  is  premised  upon  the  unqualified  commitment  of  this  Committee 
to  comply  fully  with  the  Budget  Resolution  directive.     In  so 
doing,  the  Committee  not  only  achieves  its  overall  dollar  targets 
for  fiscal  year  1982,  but  demonstrates  additional  savings  of 
approximately  $28  million  in  budget  authority  and  approximately 
$440  million  in  outlays,  as  estimated  by  the  Congressional  Budget 
Office.     In  addition,  the  Committee  estimates  that  net  fees  in 
the  amount  of  $102  million  will  be  collected  by  the  Federal 
government  in  fiscal  year  1982  under  the  provisions  contained 
in  Subtitle  D.     It  is  further  premised  upon  the  Committee's 
recognition  of  the  need  to  control  inflation  and  to  reduce 
spending  to  achieve  economic  recovery.     We  concur  that  necessary 
reductions  over  the  full  range  of  Federal  activities  should  be 
undertaken. 
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However,  the  Committee  also  believes  that  we  must  assure 
minimum  funding  sufficient  to  rebuild  and  revitalize  various 
aspects  of  the  public  sector  infrastructure  so  as  to  avoid  under- 
cutting the  long-term  impact  of  the  President's  program  of 
economic  recovery  and  rev italizat ion . 

Today,   the  Federal  Government  is  contributing  to  capital 
investment  in  superhighways  and  lesser  roads,  jet  airports  and 
electronically-controlled  airways,  seaports  and  waterways,  urban 
and  rural  transportation  systems,  flood  control  structures, 
industrial  parks  and  municipal  wastewater  treatment  plants. 

It  is  because  this  Committee  shares  the  President's  dream 
of  a  revitalized,  reindustr ialized  America  that  we  accord  great 
priority  to  these  programs,  on  which  so  much  of  the  private 
economy's  vitality  depends. 

The  construction  and  preservation  of  an  adequate  highway 
system  is  an  essential  element  of  the  national  economy.  Without 
such  a  system,  there  can  be  no  possibility  of  achieving  the 
industrial  revival  the  President  has  called  for. 

The  Federal-aid  highway  system  in  which  we  have  invested 
billions  over  the  past  quarter  century  —  $74  billion  for  the 
Interstate  alone  —  is  deteriorating  at  an  alarming  rate  because 
of  deferred  capital  improvements  and  maintenance.     Nearly  26,000 
miles  of  Interstate,  arterial  and  collector  highways  are  in 
immediate  need  of  major  resurfacing  or  reconstruction,  and  on 
the  Federal-aid  system  alone  there  are  more  than  55,000  deficient 
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bridges.     Merely  to  restore  the  highways  to  their  1975  condition 
and  keep  them  that  way  would  have  required  an  annual  investment 
of  $14  billion  a  year  for  capital  investments  in  1975  constant 
dollars,  according  to  a  1977  Department  of  Transportation  needs 
report . 

The  capital  needs  of  our  Federal-aid  highway  system  are 
only  part  of  the  picture.     With  the  nationwide  awakening  to  the 
new  realities  of  energy  and  economy  in  transportation,  greater 
than  ever  demands  have  also  been  placed  on  our  Nation's  public 
transit  systems. 

Transit  use  and  its  capital  needs  have  increased 
accordingly.     In  fact,   the  National  Transportation  Policy  Study 
Commission  projects  needs  for  Federal-aid  of  about  $130  billion 
(in  1975  dollars)   for  urban  transit  capital  requirements  through 
the  year  2000,  with  rural  public  transit  capital  needs  expected 
to  be  about  $5  billion. 

Only  through  the  continued  support  for  capital  investment 
in  mass  transit  can  the  demonstrated  need  for  this  mode  be  met. 
The  future  of  public  transportation  depends  on  continuation  of 
our  financial  investment  at  levels  that  will  assure  essential 
service  and  reliability  for  our  Nation's  transit  systems. 

A  similar  case  can  be  made  for  the  protection  of  our  capital 
investment  in  airports  and  air  traffic  control  systems.    We  have 
fallen  behind  the  needed  rate  of  investment  in  these  facilities 
to  the  point  where  the  Department  of  Transportation  and  the 
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Federal  Aviation  Administration  are  warning  that  they  may  be 
forced  to  constrain  traffic  growth  in  the  next  few  years  because 
of  the  saturation  of  runway  and  air  traffic  capacity.     And  we 
are  at  the  beginning  of  a  decade  in  which  the  number  of  air 
passengers  is  expected  to  double. 

According  to  the  National  Airport  System  Plan,  it  will  cost 
$2.04  billion  in  1978-79  dollars  to  maintain  the  existing 
system,  a  total  of  $4.36  to  bring  it  up  to  standard,  or  a  total 
of  $12.67  billion  to  expand  the  system  to  accommodate  increased 
demand  over  the  years  1980-89. 

Consider  also  the  need  for  continuing  capital  investment 
in  our  waterways,  which  handle  fully  one-fourth  of  all  our  inter- 
city commercial  cargo  at  an  energy  efficiency  equal  to  or  better 
than  that  of  railroads;  or  what  deferred  capital  investment  has 
meant  for  our  seaports  in  the  new  age  of  supertankers  and  giant 
cargo  carriers;  or  the  commitment  over  the  past  eight  years  in 
the  form  of  Federal  grants  for  wastewater  treatment  plants. 

Consider  two  various  targeted  economic  development 
assistance  programs  which  have  yielded  the  taxpayers  a 
significant  return  on  their  investment. 

These  and  many  other  public  works  programs  do  not  represent 
investment  in  frills;  the  needs  and  health  of  the  public,  the 
environment  and  the  economy  as  a  whole  are  what  is  at  stake. 
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Recognizing  this,  the  Committee  believes  that  the  only 
responsible  course  over  the  immediate  future  is  to  strike  a 
careful  balance  between  spending  cuts  and  programs  of  public 
investment.     In  a  spirit  of  bipartisanship,  the  Committee  has 
fashioned  a  legislative  savings  package  which,  it  believes, 
achieves  that  end. 

SUBTITLE  A  -  TRANSPORTATION  PROGRAMS 
CHAPTER  1  -  AVIATION 

Section  11001  of  the  Committee's  recommendation  is  designed 
to  produce  savings  of  $139  million  in  a  number  of  aviation 
development  programs.    The  CBO  current  policy  baseline  for  the 
Airport  Development  and  the  Noise  Abatement  programs  in  fiscal 
year  1982,  is  approximately  $789  million  in  budget  authority. 
The  statutory  provision  recommended  by  the  Committee  would  ensure 
that  new  fiscal  year  1982  authorizations  for  these  programs  would 
not  exceed  $650  million.     This  is  a  substantial  reduction, 
particularly  by  comparison  to  the  Committee's  position  last  year, 
when  it  reported  legislation  authorizing  $1.1  billion  for  these 
programs  for  fiscal  year  1982. 

Notwithstanding  the  programmatic  assumptions  underlying  a 
given  reconciliation  directive,  under  the  Budget  Act  a 
legislative  committee  maintains  its  prerogative  of  deciding  what 
provisions  of  law  will  be  changed  and  how  these  changes  will 
be  made.     The  only  requirement  is  that  the  committee  realize 
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the  total  amount  of  savings  specified  in  the  reconciliation 
instructions.     Accordingly,  the  Committee  decided  to  include 
ADAP  as  part  of  its  reconciliation  recommendations.  Through 
consultations  with  both  majority  and  minority  staff  of  the  House 
Budget  Committee,  we  were  advised  that  this  proposal  constitutes 
a  valid  spending  reduction  for  purposes  of  satisfying  this 
Committee's  reconciliation  directive. 

The  "cap"  represents  a  maximum  level  of  funding  and  does 
not  necessarily  preclude  final  funding  at  a  level  which  would 
be  even  lower  than  the  budget  resolution  target  or  which  would 
achieve  a  savings  greater  than  estimated  herein. 

The  CBO  current  policy  baseline  for  payments  to  air  carriers 
for  small  community  service  under  sections  406  and  419  of  the 
Federal  Aviation  Act  of  1958  is  $96,829  million  in  budget 
authority.     Section  11002  of  the  Committee's  recommendation 
places  a  ceiling  of  $75  million  on  obligations  for  payments  for' 
air  service  provided  during  fiscal  year  1982.     This  obligation 
ceiling  will  produce  savings  of  approximately  $22  million  in 
fiscal  year  1982. 

CHAPTER  2  -  HIGHWAYS  AND  HIGHWAY  SAFETY 
HIGHWAYS 

Section  11021  provides  a  safeguard  to  assure  that  the 
funding  obligations  for  the  Federal-aid  highway  program  remain 
within  the  levels  intended  by  Congress  and  achieves  relative 
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consistency  with  the  Reagan  Administration  budget.     A  limitation 
of  $8.2  billion  for  fiscal  year  1982  is  imposed  on  obligations 
for  Federal-aid  highways  and  highway  safety  construction 
programs,  excluding  obligations  for  emergency  relief  and  three 
emergency  bridge  projects  in  Washington,  Ohio  and  West  Virginia. 
This  is  virtually  identical  to  the  provision  in  the  obligation 
ceiling  for  fiscal  year  1981.     To  maintain  overall  consistency 
with  the  President's  budget,  the  Committee  intends  that  this 
limitation  shall  also  apply  to  obligations  for  Federal-aid 
projects  on  the  Great  River  Road.     A  limitation  should  not  apply 
solely  to  such  projects  as  it  has  in  the  past. 

This  section  specifies  a  formula  which  will  insure  an 
equitable  distribution  of  available  obligational  authority. 
In  rejecting  the  proposal  to  distribute  obligational  authority 
solely  on  the  basis  of  funds  "apportioned  by  legislative  or 
administrative  formula",  the  Committee  intends  that  discretionary 
and  other  non-formula  fund  allocations  also  be  considered  in 
the  distribution  of  obligational  authority.     If  allocations  are 
unknown  or  undecided  at  the  time  obligational  authority  is 
initially  made  available  to  the  States,  an  estimated  fair 
proportion  of  obligational  authority  should  be  held  back  for 
distribution  at  the  appropriate  time.    (The  Committee  recognizes 
that  subsequent  adjustments  may  have  to  be  made.)  For  example, 
a  fair  proportion  to  be  held  back  at  the  beginning  of  the  fiscal 
year  could  be  the  ratio  of  the  total  of  estimated  discretionary 
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and  other  non-formula  funds  to  the  total  of  contract  authority 
for  Federal-aid  highways  (including  the  Federal-aid  portion  of 
the  Great  River  Road  and  estimated  lapses  into  the  Interstate 
acceleration  fund)  multiplied  by  the  obligation  limitation  after 
deductions  for  forest  highways  and  administrative  expenses. 
Whenever  States  receive  an  allocation,  a  proportional  lesser 
amount  of  obligational  authority  should  also  be  made  available. 

To  aid  in  reducing  Federal  highway  outlays,  no  more  than 
25  percentum  of  the  total  $8.2  billion  in  obligational  authority, 
less  amounts  for  forest  highways  and  administration  expenses, 
can  be  obligated  during  the  first  quarter  of  the  fiscal  year. 
Subject  to  this  overall  constraint,  individual  States  may, 
however,  use  up  to  35  percentum  of  their  total  obligational 
authority  during  the  first  quarter. 

Subsection  (d)  provides  that  sufficient  authority  be 
provided  by  the  Secretary  to  all  States  to  prevent  lapse  of  funds 
except  to  the  extent  States  indicate  their  intention  to  lapse 
Interstate  construction  funds.     After  August  1,  1982, 
obligational  authority  shall  be  withdrawn  from  any  State  not 
able  to  obligate  its  share  and  redistributed  to  States  which  are 
able  to  obligate. 

According  to  the  estimate  prepared  by  the  Congressional 
Budget  Office,  the  effect  of  the  highway  obligation  ceiling  and 
its  instructions  is  to  reduce  outlays  by  $500  million  or  more 
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below  the  level  that  would  have  occurred  without  a  ceiling. 
This  compares  to  a  $185  million  outlay  savings  assumed  in  the 
budget  resolution. 

The  basic  reason  for  this  difference  in  outlay  savings 
relates  to  quarterly  controls.     According  to  CBO,  the  $185 
million  savings  directive  given  to  this  Committee  was  based  on  a 
reduced  obligation  ceiling  but  did  not  contemplate  quarterly 
controls.    Since  the  Committee  imposed  a  quarterly  control  on 
obligations,   its  proposal  achieves  greater  savings  than  required 
by  the  budget  resolution.     The  Committee's  provision  for 
quarterly  controls  is  similar  to  the  Administration's  provision. 

It  has  come  to  the  Committee's  attention  that  there  may 
be  some  confusion  as  to  whether  the  CBO  current  policy  baseline 
for  Federal-aid  highways  has  been  adjusted  or  should  be  adjusted 
for  first  quarter,  controls .     It  is  this  Committee's  strong 
position  that  the  current  policy  baseline  should  not  and  cannot, 
by  definition,  include  first  quarter  controls.     The  Committee's 
reasoning  is  as  follows:     The  CBO  current  policy  baseline  for 
Federal-aid  highways  for  fiscal  year  1982  is  $8.6  billion.  Since 
the  highway  program  has  not  ever  been  subject  to  first  quarter 
controls,  these  controls  cannot  be  included  in  the  baseline, 
which  is,  by  definition,  a  "current  policy"  baseline.     CBO  and 
the  House  Budget  Committee  agree  with  this  interpretation. 
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Therefore,  the  outlay  savings  associated  with  the  provision  in 
the  Committee's  reconciliation  title  which  establishes  quarterly 
controls  must  be  credited  against  the  $8.6  billion  current  policy 
baseline. 

In  conclusion,  the  Committee's  position  is  that  its  proposal 
results  in  a  savings  of  $500  million  or  more  as  compared  to  the 
CBO  current  policy  baseline  of  $8.6  billion  for  Federal-aid 
highways  for  fiscal  year  1982.     Of  the  $500  million  in  savings, 
$185  million  is  attributable  to  the  reduced  obligation  ceiling 
and  $315  million  is  attributable  to  quarterly  controls  which 
will  be  imposed  for  the  first  time  in  fiscal  year  1982.  The 
CBO  and  the  House  Budget  Committee  have  agreed  to  credit  the 
Committee  with  these  savings  for  the  purpose  of  reconciliation. 

The  Committee  wishes  to  note  that  it  does  not  necessarily 
agree  with  the  baselines  established  by  CBO  for  the  Federal-aid 
highway  program  or  any  other  program.    The  Committee  was  not 
consulted  and  did  not  play  any  role  in  developing  the  baselines. 

HIGHWAY  SAFETY 

Authorizations  in  Highway  Safety  Acts  for  State  and 
Community  highway  safety  programs  are  provided  in  the  form  of 
contract  authority.    This  form  of  budget  authority  permits  the 
National  Highway  Traffic  Safety  Administration  and  the  Federal 
Highway  Administration  to  obligate  all  or  part  of  the  sums 
authorized  prior  to  the  funds  actually  being  appropriated. 
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Authorizations  for  State  and  Community  highway  safety 
programs  are  available  for  obligation  for  four  years  —  the 
fiscal  year  for  which  authorized  and  the  three  succeeding  fiscal 
years.    Thus,  the  amount  available  for  obligation  in  any  given 
fiscal  year  is  the  sum  of  the  old  budget  authority  carried  over 
from  prior  fiscal  years  and  the  new  budget  authority  authorized 
for  that  fiscal  year. 

For  example,  with  respect  to  the  State  and  Community  highway 
safety  programs  administered  by  the  National  Highway  Traffic 
Safety  Administration,  $195  million  in  budget  authority  would 
be  carried  over  from  prior  fiscal  years  into  fiscal  year  1982, 
and  would  be  available  for  obligation  in  fiscal  year  1982.  When 
added  to  the  $200  million  in  new  budget  authority  which  would 
become  available  in  fiscal  year  1982,  a  total  of  $395  million 
in  budget  authority  would  be  available  in  fiscal  year  1982  for 
State  and  Community  Safety  programs  administered  by  NHTSA.  In 
the  absence  of  any  Congressional  action,  the  entire  $395  million 
could  be  obligated  by  the  States  in  fiscal  year  1982. 

Likewise,  the  total  amount  available  for  obligation,  in 
the  absence  of  any  Congressional  action,  for  the  State  and 
Community  highway  safety  programs  administered  by  the  Federal 
Highway  Administration  in  fiscal  year  1982  would  be  $74  million. 
Of  this  amount,  $49  million  would  be  budget  authority  carried 
over  from  prior  fiscal  years  and  $25  million  would  be  budget 
authority  first  made  available  in  fiscal  year  1982. 
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Thus,  in  the  absence  of  Congressional  action,  a  State's 
program  level  would  depend  upon  the  amount  of  prior  year  contract 
authority  the  State  could  obligate  plus  additional  amounts  of 
current  year  contract  authority  it  could  obligate  if  all  of  the 
prior  year  contract  authority  is  consumed.     Whether  or  not  an 
obligation  ceiling  is  imposed,   the  program  operates  on  a  first- 
in,  first-out  principle  to  avoid  lapse  of  funds.     Since  all 
available  prior  year  contract  authority  is  indistinguishable 
from  current  year  contract  authority  in  a  programmatic  sense, 
both  the  House  Budget  Committee  and  the  Congressional  Budget 
Office  have  agreed  with  this  Committee  that  credit  should  be 
given  for  proposed  reductions  in  prior  year  and  fiscal  year  1982 
contract  authority. 

The  Committee's  reconciliation  proposal  reduces  the  total 
amount  of  budget  authority  available  for  highway  safety  programs 
in  fiscal  year  1982  by  $308  million.     This  would  be  accomplished 
as  follows: 

(1)  The  amount  of  budget  authority  available  in  fiscal  year 
1982  for  the  NHTSA  portion  of  the  program  would  be 
reduced  by  a  total  of  $233  million.     This  would  be 
accomplished  by  repealing  $133  million  in  budget 
authority  carried  over  from  prior  fiscal  years  and  by 
reducing  the  newly  authorized  budget  authority  for 
fiscal  year  1982  by  $100  million. 
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(2)  The  amount  of  budget  authority  available  in  fiscal  year 
1982  for  the  FHWA  portion  of  the  program  would  be 
reduced  by  a  total  of  $55  million.     This  would  be 
accomplished  by  repealing  $40  million  in  budget 
authority  carried  over  from  prior  fiscal  years  and  by 
reducing  the  newly  authorized  budget  authority  by  $15 
million. 

(3)  Various  highway  safety  programs  would  be  reduced  to 
levels  below  the  CBO  baseline,  thereby  achieving  a 
savings  of  an  additional  $20  million. 

In  addition,  the  Committee  also  proposes  to  impose  an 
obligation  ceiling  on  the  highway  safety  program  in  fiscal  year 
1982  in  order  to  reduce  outlays.     The  imposition  of  an  obligation 
ceiling,  rather  than  marginal  reductions  in  budget  authority, 
is  required  to  achieve  fiscal  year  1982  outlay  savings  for  this 
program.     Specifically,  an  obligation  ceiling  of  $100  million 
would  be  imposed  on  the  NHTSA  portion  of  the  program  and  $10 
million  on  the  FHWA  portion  of  the  program.     As  confirmed  by 
the  estimate  of  the  Congressional  Budget  Office,  sufficient 
latitude  exists  in  the  Committee's  section  302  budget  allocation 
to  accommodate  this  recommendation. 
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PUBLIC  MASS  TRANSPORTATION 


This  chapter  contains  one  section  which  simply  conforms 
the  fiscal  year  1982  funding  authorizations  in  the  Urban  Mass 
Transportation  Act  of  1964  to  the  levels  anticipated  under  the 
First  Concurrent  Resolution  on  the  Budget.     These  reduced 
authorizations  for  public  mass  transportation  result  in  a  $1,321 
billion  reduction  in  budget  authority  and  should  yield  an  outlay 
savings  of  $200  million  in  fiscal  year  1982. 

The  following  details  the  specific  program  reductions  made 
in  this  chapter: 


Specific 

UMTA 
Program 

Section  3 

Section  18 

Miscellaneous 
Appropriations 

Section  5, 
Tier  I 

Section  5, 
Tier  II 

Section  5, 
Tier  III 

Section  5, 
Bus  Tier 


Fiscal  Year  1982 
Author  ization 
(Existing  Law) 

$1 , 600 , 000,000 

120,000,000 

105,000,000 

900,000,000 

250,000,000 

160,000,000 

455,000,000 


Fiscal  Year  1982 
Author  ization 


Reduction  in 
Fiscal  Year  1982 


(Under  Reconciliation)  Authorization 
$1,515,000,000  $85,000,000 


75,000,000 
100,000,000 

850,000,000 

165,000,000 

90,000,000 

375,000,000 


45,000,000 
5,000,000 

50,000,000 

85,000,000 

70,000,000 

80,000,000 


Ill 


In  addition,  the  Committee  has  included  a  provision  in 
chapter  3  which  limits  the  amount  that  is  made  available  for 
public  mass  transportation  projects  under  section  103(e)(4)  of 
Title  23,  United  States  Code,  to  $600,000,000  during  fiscal  year 
1982. 

SUBTITLE  B  -  HATER  RESOURCE  DEVELOPMENT  PROGRAMS 
CHAPTER  1  -  WATER  POLLUTION  CONTROL 

Section  11101  deletes  the  existing  fiscal  year  1982 
authorization  of  $5  billion  for  the  construction  grants  program 
of  the  Environmental  Protection  Agency.     This  program  provides 
Federal  grants  to  assist  municipalities  for  the  construction 
of  publicly  owned  sewage  treatment  plants.     This  deletion  of 
funding  is  the  same  as  that  assumed  in  the  Conference  Report 
to  accompany  the  First  Concurrent  Resolution  on  the  Budget  for 
Fiscal  Year  1982.     The  Committee  reserves  the  option  to 
reconsider  the  amount  authorized  for  this  program  in  fiscal  year 
1982  when  it  considers  legislation  revising  the  construction 
grants  program. 

Subsection  (b)   of  this  section  authorizes  to  be  appropriated 
to  the  Administrator  of  the  Environmental  Protection  Agency  for 
fiscal  year  1982  not  to  exceed  $100  million  to  carry  out  section 
205(g)  of  the  Federal  Water  Pollution  Control  Act.  Section 
205(g)  authorizes  the  Administrator  to  reserve  not  to  exceed 
2  percent  of  the  amount  authorized  under  section  207  for  purposes 
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of  the  allotment  made  to  each  State  or  $400,000,  whichever  amount 
is  greater.     These  funds  are  made  available  to  States  for 
administration  of  those  portions  of  the  construction  grants 
program  which  are  delegated  to  the  States  in  accordance  with 
the  Federal  Water  Pollution  Control  Act. 

The  $100  million,  which  represents  2  percent  of  the  formerly 
authorized  $5  billion,  is  to  be  made  available  to  the  States 
in  the  same  manner  and  to  the  same  extent  as  would  be  the  case 
if  $5  billion  for  construction  grants  had  been  authorized  for 
fiscal  year  1982.     The  purpose  of  this  provision  is  to  insure 
that  the  States  will  continue  to  receive  assistance  in  the 
administration  of  that  part  of  the  construction  grants  program 
which  has  been  delegated  to  them  by  the  Environmental  Protection 
Agency. 

Section  11102  provides  that  the  total  amount  authorized 
to  be  appropriated  for  fiscal  year  1982  to  the  Administrator 
of  the  Environmental  Protection  Agency  for  non-energy  research 
and  development  activities  and  for  abatement,  control  and 
compliance  activities  shall  not  exceed  $540  million.  This 
authorized  amount  is  $209  million  less  than  the  amount  for  these 
purposes  set  forth  in  the  policy  base  guidelines  prepared  by 
the  Congressional  Budget  Office  and  represents  the  amount  of 
reductions  assumed  by  the  Conference  Report  to  accompany  the 
First  Concurrent  Resolution  on  the  Budget  for  Fiscal  Year  1982. 
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CHAPTER  2  -  RIVER  AND  HARBOR,  FLOOD 
CONTROL,  AND  RELATED  PROJECTS 

Section  11121  provides  that  the  total  amount  authorized 
to  be  appropriated  for  fiscal  year  1982  to  the  Secretary  of  the 
Army  for  construction  of  water  resources  projects  shall  not 
exceed  $1,588,000,000.     This  limitation  applies  to  the  category, 
Construction  General,  contained  in  Energy  and  Water  Resources 
Appropriation  Acts  and  represents  a  reduction  of  $20  million 
more  than  that  assumed  in  the  Conference  Report  to  accompany 
the  First  Concurrent  Resolution  on  the  Budget  for  Fiscal  Year 
1982. 

CHAPTER  3  -  TVA  PROJECT 

Section  11131  provides  that  no  amount  shall  be  authorized 
to  be  appropriated  for  Fiscal  Year  1982  to  the  Tennessee  Valley 
Authority  to  carry  out  the  North  Alabama  Coal  Gasification 
Project  at  Murphy  Hill,  Alabama.     This  provision  incorporates 
the  reduction  in  funding  for  this  facility  assumed  in  the  3udget 
Resolution  Conference  Report.     The  reduction  does  not  include 
funds  appropriated  for  fiscal  year  1981  but  only  those 
appropriated  in  fiscal  year  1982. 

CHAPTER  4  -  FEES 

Section  11141  amends  the  Marine  Protection,  Research  and 
Sanctuaries  Act  of  1972  to  provide  that  no  fees  may  be  charged 
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by  the  Secretary  of  the  Army  acting  through  the  Chief  of 
Engineers,  the  Administrator  of  the  Environmental  Protection 
Agency  or  any  officer  of  the  United  States  for  the  transportation 
for  dumping  or  the  dumping  of  any  material  into  ocean  waters. 

SUBTITLE  C  -  ECONOMIC  DEVELOPMENT  PROGRAMS 
CHAPTER  1  -  PUBLIC  WORKS  AND  ECONOMIC  DEVELOPMENT 

As  part  of  its  reconciliation  directives  for  fiscal  year 
1982,  the  Committee  reduced  the  programs  authorized  by  the  Public 
Works  and  Economic  Development  Act  of  1965,   from  $1,070  million 
to  $360  million.     In  addition  to  this  significant  reduction  in 
all  programs  currently  funded  under  the  Public  Works  and  Economic 
Development  Act,  the  Committee  eliminated  the  Job  Opportunities 
Program  (Title  X)  and  Economic  Recovery  for  Disaster  Areas 
Program  (Title  VIII),  achieving  an  additional  savings  of  $575 
million.     Although  these  two  titles  have  not  been  funded  in 
recent  years,  they  provide  emergency  standby  authority  that  might 
be  triggered  and  have  some  future  budgetary  impact.     To  achieve 
these  reductions  the  Committee  substantially  reduced  all 
programs,  while  retaining  $175  million  for  Public  Works  Grants, 
$70  million  for  Business  Development  Loans  and  Loan  Guarantees, 
$53  million  for  District  and  other  Economic  Development  Planning 
agencies,  Technical  Assistance  and  research  programs,  and  $35 
million  for  the  Economic  Adjustment  Program  to  assist  areas 
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experiencing  a  sudden  and  severe  change  in  their  economy.  To 
carry  out  these  programs  $27  million  is  authorized  to  provide 
salaries  and  administrative  expenses  for  the  Economic  Development 
Administration. 

These  reductions  are  intended  to  insure  that  the  remaining 
EDA  programs  continue  to  operate  and  be  funded  through  fiscal 
year  1982  at  the  lowest  viable  level.     It  is  important, 
therefore,  that  the  full  amount  of  the  reduced  authorization 
be  made  available  for  programs  under  the  Public  Works  and 
Economic  Development  Act  in  fiscal  year  1982. 

In  addition,  the  Committee  intends  that  the  full  cadre  of 
the  remaining  tools  available  under  the  Public  Works  and  Economic 
Development  Act  be  available  to  foster  local  economic  develop- 
ment, to  stimulate  national  recovery,  and  to  solve  diverse  rural 
and  urban  problems  in  fiscal  year  1982. 

We  urge  our  colleagues  to  read  Committee  Print  97-3  of  the 
Committee  on  Public  Works  and  Transportation,  97th  Congress, 
1st  Session  (1981)  which  we  believe  amply  justifies  our 
recommendation. 

The  Committee  stresses  the  need  to  retain  the  expertise 
in  economic  development  presently  employed  by  the  Economic 
Development  Administration.     This  agency  has  built  up  20  years 
of  expertise  in  rural  and  urban  economic  problem  solving.  It 
would  be  a  tragic  waste  of  manpower  and  a  waste  of  precious 
resources  to  disregard  this  expertise  and  dismantle  this  agency 
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before  appropriate  legislative  hearings  are  held  to  determine 
its  appropriate  role  in  fiscal  year  1983  and  beyond.  Likewise, 
the  Committee  intends  to  preserve  the  expertise  and  planning 
capacity  embodied  in  the  Economic  Development  Districts  and  other 
planning  agencies  currently  funded  under  the  Act  until  hearings 
are  held.     These  resources  and  the  delivery  system  are  vital 
elements  in  strengthening  State  and  local  capacity. 


CHAPTER  2  -  APPALACHIAN  REGIONAL  DEVELOPMENT 

To  achieve  the  1982  fiscal  year  savings  mandated  by  the 
budget  reconciliation  process,  the  Committee  reduced  the  programs 
authorized  by  the  Appalachian  Regional  Development  Act  from  $358 
million  to  $215  million  and  eliminated  the  Title  V  Regional 
Action  Planning  Commissions  authorized  under  the  Public  Works 
and  Economic  Development  Act  of  1965.     The  Committee  intends 
that  both  the  Appalachian  highway  and  non-highway  programs  be 
funded  through  1982  and  that  the  regional  commission  mechanism 
be  more  carefully  considered  as  a  more  responsive  means  of 
forming  a  Federal/State  partnership.     $215  million  has  been 
retained  for  fiscal  year  1982  to  continue  both  the  transportation 
system  and  other  related  economic  development  activities  in  the 
Applachian  Region.     The  Committee  intends  that  all  programs 
presently  operated  through  this  Federal/State  partnership  be 
continued  at  a  reduced  funding  level  during  fiscal  year  1982. 
Accordingly,  $75  million  has  been  authorized  to  fund  the 
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non-highway  programs  and  to  provide  administrative  monies  for 
the  Appalachian  Regional  Commission.     The  remaining  $140  million 
is  to  be  utilized  for  construction  by  the  Appalachian  Highway 
System. 

Committee  Print  97-3  expands  the  justification  and  reasons 
for  continuing  this  program  through  fiscal  year  1982.  The 
Appalachian  Regional  Commission  has  provided  a  formidable  working 
State-Federal  partnership,  and  the  Committee  intends  that  it 
be  retained  until  legislative  hearings  are  held  to  determine 
its  appropriate  roles  in  fiscal  year  1983  and  beyond. 

SUBTITLE  D  -  POLLUTION  LIABILITY, 
COMPENSATION,  AND  FUND 

Section  11301  of  the  bill  defines  various  terms  which  are 
used  in  the  bill. 

Section  11302  provides  for  the  establishment  in  the  treasury 
of  the  United  States  of  a  fund  known  as  the  Comprehensive 
Oilspill  Liability  Fund.    The  amount  of  the  fund  may  not  exceed 
$200  million.     The  fund  is  to  be  administered  by  the  secretaries 
of  Transportation  and  Treasury.     The  fund  is  constituted  from: 

(1)  A  fee  not  to  exceed  3  cents  per  barrel  of  oil  received 
at  a  refinery  of  a  terminal; 

(2)  All  monies  recovered  on  behalf  of  the  fund  against 
dischargers  of  oil  who  are  liable,  and 
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(3)     All  other  monies  recovered  or  collected  on  behalf  of 
the  fund  such  as  interest  earned  on  investments  of 
monies  in  the  fund. 

The  Secretary  of  the  Treasury  has  the  responsibility  of 
establishing  the  amount  of  the  fee  to  be  collected  in  order  to 
insure  that  the  fund  is  maintained  at  a  level  of  not  less  than 
$150  million  and  not  more  than  $200  million.     Any  person  who 
fails  to  collect  or  pay  fees  is  liable  for  a  civil  penalty  not 
to  exceed  $10,000.     The  Secretary  of  Transportation  determines 
the  level  of  funding  required  to  meet  potential  obligations  of 
the  fund  and  any  excess  in  the  fund  over  that  amount  may  be 
invested  by  the  Secretary  of  the  Treasury  in  interest-bearing 
special  obligations  of  the  United  States.     If  the  monies 
available  in  the  fund  are  insufficient  to  meet  its  obligations, 
the  Secretary  of  Transportation  may  issue  notes  to  the  Secretary 
of  the  Treasury. 

Section  11303  concerns  damages  and  claimants.     Claims  for 
damages  for  economic  losses  arising  out  of  or  directly  resulting 
from  oil  pollution  may  be  asserted  for: 

(1)  Removal  costs; 

(2)  Injury  to,  or  destruction  of,  real  or  personal 
property; 

(3)  Loss  of  use  of  real  or  personal  property; 

(4)  Injury  to,  or  destruction  of,  natural  resources; 

(5)  Loss  of  use  of  natural  resources; 
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(6)  Loss  of  profits  or  impairment  of  earning  capacity  due 
to  injury  or  destruction  of  real  or  personal  property 
or  natural  resources.     (The  claimant  must  derive  25 
percent  of  his  earnings  from  activities  which  utilize 
the  property  or  natural  resources)  and; 

(7)  Loss  of  tax  revenue  for  a  period  of  one  year  due  to 
injury  to  real  or  personal  property. 

A  foreign  claimant  may  assert  a  claim  to  the  same  extent 
as  a  United  States  claimant  if  the  oil  pollution  occurs  in  the 
waters  of  a  foreign  country  of  which  the  claimant  is  a  resident, 
the  claimant  is  not  otherwise  compensated,  the  oil  was  discharged 
from  a  vessel  in  United  States  navigable  waters  or  discharged 
in  connection  with  activities  under  the  Outer  Continental  Shelf 
Lands  Act  of  the  Deepwater  Port  Act,  and  the  foreign  country 
provides  a  comparable  remedy  for  United  States  claimants. 

The  Attorney  General  may  assert  a  claim  on  behalf  of  any 
group  of  United  States  claimants. 

Section  11304  concerns  liability.     It  provides  that  tu 
owner  and  operator  of  a  vessel  or  a  facility  that  is  the  source 
of  oil  pollution  or  poses  a  threat  of  oil  pollution  shall  be 
jointly,  severally,  and  strictly  liable  for  all  damages  for  which 
a  claim  may  be  asserted  under  section  11303.     Limitations  of 
liability  are  established  as  follows: 

(1)     For  a  vesel  other  than  a  ship  or  inland  oil  barge, 
$150  per  gross  ton; 
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(2)  For  an  inland  oil  barge,  $150  per  gross  ton  up  to  a 
maximum  of  $150,000; 

(3)  For  a  ship,  $300  per  gross  ton  up  to  a  maximum  of  $30 
million; 

(4)  For  a  deepwater  port,  $50  million; 

(5)  For  an  offshore  facility  operated  under  authority  of 
the  Outer  Continental  Shelf  Lands  Act,  removal  costs 
plus  $50  million.     (The  Secretary  of  Transportation 
may  reduce  the  liability  for  these  facilities  to  an 
amount  not  to  exceed  $35  million  if  he  determines  that 
the  greater  limitation  will  have  a  significant  adverse 
impact  on  small  businesses  or  a  significant 
anti-competitive  impact); 

(6)  In  the  case  of  other  facilities,  $50  million  or  such 
lesser  limit  as  the  Secretary  may  establish  by 
regulation,   taking  into  account  the  size,  type, 
location,  storage  and  handling  capacity  of  the 
facility. 

There  is  no  liability  to  the  extent  that  the  oil  pollution 
incident  is  caused: 

(1)  By  an  act  of  war,  hostilities,  civil  war,  or 
insurrection;  or 

(2)  A  natural  phenomenon  of  an  exceptional,  inevitable, 
and  irresistible  character,  which  could  not  have  been 
prevented  or  avoided  by  the  exercise  of  due  care. 
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There  is  also  no  liability  to  the  extent  that  the 
incident  is  caused  by  an  act  or  omission  of  a  person 
other  than  the  claimant  or  the  owner  or  operator. 
Where  a  claimant's  gross  negligence  or  willful 
misconduct  causes  in  whole  or  in  part  the  incident 
or  the  economic  loss,  he  cannot  recover.     Where  the 
claimant  is  simply  negligent,  the  liability  is  reduced 
to  the  extent  that  the  incident  or  economic  loss  is 
caused  by  his  negligence. 
The  fund  is  liable  without  limitation  for  all  damages  for 
which  a  claim  may  be  asserted  under  section  11303  to  the  extent 
that  the  loss  is  not  otherwise  compensated. 

Except  for  removal  costs,  the  fund  is  not  liable  where  the 
incident  is  caused  primarily  by  an  act  of  war,  hostilities,  civil 
war,  or  insurrection.     It  is  also  not  liable  to  a  particular 
claimant  where  that  claimant's  gross  negligence  or  willful 
misconduct  was  a  factor  in  the  incident  or  economic  loss,  nor 
is  the  fund  liable  to  the  extent  that  the  incident  or  economic 
loss  is  caused  by  the  negligence  of  the  claimant. 

Section  11305  provides  that  the  owner  or  operator  of  a 
vessel  (except  a  non-self-propelled  barge  that  does  not  carry 
oil)  over  300  gross  tons  that  uses  off-shore  or  on-shore 
facilities  or  the  navigable  waters  shall  establish  and  maintain 
evidence  of  financial  responsibility  to  which  the  owner  or 
operator  would  be  exposed  in  those  cases  where  he  can  limit  his 
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liability.     Financial  responsibility  may  be  established  by  one 
or  a  combination  of  the  following: 

Evidence  of  insurance  guarantee,  surety  bond,  or 
qualification  as  a  self  insurer.     The  same  requirement  applies 
to  the  owner  or  operator  of  an  off-shore  facility.     There  is 
no  financial  responsibility  requirement  for  on-shore  facilities. 

Any  claim  authorized  by  section  11303  may  be  asserted 
directly  against  any  guarantor.     The  guarantor  may  invoke 
defenses  which  would  be  available  to  the  owner  or  operator  and 
may  also  invoke  the  defense  that  the  incident  was  caused  by  the 
willful  misconduct  of  the  owner  and  operator. 

Section  11306  concerns  designation  and  advertisement.  When 
the  Secretary  of  Transportation  receives  information  of  an 
incident  that  involves  oil  pollution,  he  shall,  where  possible, 
designate  the  source  of  the  pollution  and  notify  the  owner  and 
operator  and  guarantor  of  the  designation.     The  owner,  operator, 
or  guarantor  must  advise  of  the  designation  and  the  procedures 
by  which  claims  may  be  presented  to  him.     If  he  does  not,  the 
Secretary  advertises  at  the  expense  of  the  owner,  operator,  or 
guarantor . 

Where  the  owner,  operator,  or  guarantor  all  deny  a 
designation,  the  source  of  the  discharge  is  from  a  public  vessel, 
or  the  Secretary  is  unable  to  designate  the  source,  the  Secretary 
shall  notify  potential  claimants  of  the  procedure  by  which  claims 
may  be  presented  to  the  fund. 
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Section  11307  deals  with  claims  settlement.     All  claims 
are  first  presented  to  the  owner,  operator,  or  guarantor,  except 
where  the  claims  are  to  be  presented  to  the  fund  as  provided 
in  section  11306.     If  the  owner,  operator,  or  guarantor  denies 
liability,  or  the  claim  is  not  settled  within  60  days,  the 
claimant  may  elect  to  commence  an  action  in  court  against  the 
owner,  operator,  or  guarantor  or  to  present  the  claim  to  the 
fund.     This  election  is  irrevocable.     Where  full  and  adequate 
compensation  is  unavailable  because  the  claim  exceeds  a  limit 
of  liabiity  or  because  the  owner,  operator,  or  guarantor  are 
financially  incapable  of  meeting  the  obligation  in  full,  a  claim 
for  the  uncompensated  damages  may  be  presented  to  the  fund. 
When  a  claim  is  presented  to  the  fund  and  the  fund  either  denies 
liability  or  does  not  settle  the  claim  within  60  days,  the 
claimant  may  submit  the  dispute  to  the  Secretary  for  decision, 
or  commence  a  court  action.     This  election  is  irrevocable.  The 
Secretary  is  directed  to  utilize  the  services  of  private 
insurance  and  claims  adjusting  organizations  or  state  agencies 
in  processing  claims  against  the  fund.     A  claim  must  be  presented 
within  three  years  from  the  date  of  discovery  of  the  economic 
loss  or  within  six  years  of  the  incident,  whichever  is  earlier. 

Section  11308  provides  that  any  person  or  governmental 
entity,  including  the  fund,  who  compensates  any  claimant  for 
an  economic  loss  shall  be  subrogated  to  all  rights,  claims  and 
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causes  of  action  which  the  claimant  has  under  the  bill.  Upon 
request  of  the  Secretary,  the  Attorney  General  may  commence  an 
action  on  behalf  of  the  fund  for  the  compensation  paid  by  the 
fund  to  any  claimant. 

Section  11309  provides  that  the  United  States  District 
Courts  shall  have  exclusive,  original  jurisdiction  over  all 
controversies  arising  under  this  title.     Venue  shall  lie  in  any 
district  wherein  the  injury  complained  of  occurred  or  wherein 
the  defendant  resides,  may  be  found,  or  has  his  principal  office. 
The  fund  resides  in  the  District  of  Columbia. 

Section  11310  deals  with  preemption.     With  certain 
exceptions,  no  action  may  be  brought  in  any  United  States  or 
State  Court  for  damages  for  an  economic  loss  described  in  section 
11303;  a  claim  for  which  may  be  asserted  under  the  bill.  Also, 
no  person  may  be  required  to  contribute  to  any  fund  the  purpose 
of  which  is  to  compensate  for  such  a  loss  nor  to  establish  or 
maintain  evidence  of  financial  responsibility.     A  State  may, 
however,   impose  a  tax  or  fee  upon  any  person  or  upon  oil  in  order 
to  finance  the  purchase  and  preposit ioning  of  oil  pollution 
clean-up  and  removal  equipment. 

Section  11311  provides  a  civil  penalty  of  not  to  exceed 
$10,000  for  a  failure  to  comply  with  the  requirements  of  section 
11305  relating  to  financial  responsibility. 

Section  11312  authorizes  the  appropriation  of  such  sums 
as  may  be  necessary  to  carry  out  the  provisions  of  Title  I. 
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It  also  provides  that  the  Secretary  may  only  borrow  from  the 
Secretary  of  the  Treasury  to  cover  his  short-fall  in  the  fund 
to  the  extent  provided  in  appropriation  acts. 

Section  11313  directs  the  Secretary  to  submit  to  Congress 
within  six  months  after  the  end  of  each  fiscal  year  a  report 
on  the  administration  of  the  fund  during  that  fiscal  year  and 
his  recommendations  for  any  legislative  changes  he  finds 
necessary  or  appropriate. 

Sections  11321  through  11324  consist  of  establishment  of 
effective  dates,  a  savings  provision  and  conforming  amendments. 
Among  other  things,  they  provide  for  the  assets  of  the 
Trans-Alaska  Pipeline  Liability  Fund  to  be  transferred  to  the 
Comprehensive  Oilspill  Liability  Fund.     The  same  is  done  for 
the  Offshore  Oil  Pollution  Compensation  Fund  established  by  the 
Outer  Continental  Shelf  Lands  Act.     Also,  the  Deepwater  Port 
Liability  Fund  is  replaced  by  the  fund  established  by  Subtitle 
D. 

Oversight  Findings 

Pursuant  to  clause  2(1)  (3)  (A)  of  rule  XI  of  the  Rules  of 
the  House  of  Representatives,  no  separate  hearings  were  held 
on  the  subject  matter  of  this  legislation  by  the  Subcommittee 
on  Investigations  and  Oversight.     However,  various  Subcommittees 
held  hearings  on  some  of  the  subject  matter. 
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Inflationary  Impact  Statement 

Pursuant  to  clause  2(1) (4)  of  the  rule  XI  of  the  Rules  of 

the  House  of  Representatives,  the  Committee  makes  the  following 
statement  with  regard  to  the  inflationary  impact  of  this 
legislation: 

The  Committee  believes  that  the  enactment  of  this 

legislation  will  help  to  control  inflation  and  to  strike  a 

careful  balance  between  spending  cuts  and  program  needs. 

Cost  Estimate 

(1)  With  respect  to  clause  2(1)  (3)  (B)  of  rule  XI  of  the 
Rules  of  the  House  of  Representatives,  this  legislation  does 
not  provide  new  budget  authority  or  increased  tax  expenditures. 
Accordingly,  a  statement  pursuant  to  section  308(a)  of  the 
Congressional  Budget  Act  is  not  required. 

(2)  In  compliance  with  clause  7(a)   of  rule  XIII  of  the 
Rules  of  the  House  of  Representatives,  the  following  statement 
is  made  regarding  the  cost  of  this  legislation: 

The  Committee's  recommendation  saves,  in  total, 
for  fiscal  year  1982  more  than  $6,346  million  in  budget 
authority  and  $1,033  million  in  outlays  in 
authorization  programs  under  its  jurisdiction,  and 
more  than  $185  million  in  outlays  in  direct  spending 
programs . 
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In  addition,  the  Committee  estimates  that  net 
fees  in  the  amount  of  $102  million  will  be  collected 
by  the  Federal  government  in  fiscal  year  1982  under 
the  provisions  contained  in  Subtitle  D  of  the  Committee 
recommendation. 

(3)     With  reference  to  clause  2(1) (3) (C)   of  rule  XI  of  the 
Rules  of  the  House  of  Representatives,  the  Committee  has  received 
a  report  prepared  by  the  Congressional  Budget  Office  under 
section  403  of  the  Congressional  Budget  Act.     The  report  is  as 
follows: 


CONGRESSIONAL  BUDGET  OFFICE 
U.S.  CONGRESS 
WASHINGTON,  D.C.  20515 


Alice  M.  Rivlin 
Director 


June  12,  1981 


Honorable  James  J.  Howard 
Chairman 

Committee  on  Public  Works  and 

Transportation 
U.S.  House  of  Representatives 
2165  Rayburn  House  Office  Building 
Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

Pursuant  to  Section  202  of  the  Congressional  Budget  Act  of  1974,  the  Congres- 
sional Budget  Office  has  prepared  the  attached  estimate  of  savings  achieved  by 
the  statutory  provisions  adopted  by  the  House  Committee  on  Public  Works  and 
Transportation.  The  estimates  included  in  the  attached  report  represent  the 
effects  on  the  federal  budget  of  the  Committee's  legislative  proposals.  CBO 
understands  that  the  staff  of  the  Committee  on  the  Budget  will  be  responsible 
for  interpreting  how  the  savings  contained  in  these  legislative  proposals  measure 
against  the  budget  resolution  reconciliation  instructions. 

Should  the  Committee  so  desire,  we  would  be  pleased  to  provide  further  details 
on  this  estimate. 


Sincerely, 


Alice  M.  Rivlin 
Director 


cc:  Honorable  Don  H.  Clausen 
Ranking  Minority  Member 
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TITLE  XI  —  HOUSE  COMMITTEE  ON  PUBLIC  WORKS  AND  TRANSPORTATION 
SUBTITLE  A  —  TRANSPORTATION  PROGRAMS 


Chapter  1  —  Aviation 
Section  11001  —  ADAP 

This  section  sets  the  total  amount  available  for  obligation  in  fiscal  year  1982  for  the 
grants-in-aid  to  airports  program  (ADAP)  at  $650  million.  For  fiscal  years  1983  and 
1984  the  estimates  include  a  projection  of  the  savings  relative  to  the  baseline  for 
those  years  based  on  general  guidelines  from  the  Budget  Committee  staff.  The 
methodology  was  to  reduce  the  1983  and  1984  budget  authority  levels  for  ADAP  in 
the  same  proportion  the  Committee  reduced  the  1982  level  relative  to  the  baseline. 

(by  fiscal  years,  in  millions  of  dollars) 


1982 

1983 

1984 

Baseline 

BA 

789 

872 

942 

O 

674 

770 

842 

Savings 

BA 

139 

153 

166 

0 

28 

94 
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Section  11002  —  CAB  Payments 

This  section  sets  the  total  amount  of  compensation  for  fiscal  year  1982  at  $75 
million.  For  fiscal  years  1983  and  1984,  the  estimates  include  a  projection  of  the 
savings  relative  to  the  baseline  for  those  years  based  on  general  guidelines  from  the 
Budget  Committee  staff.  The  1983  and  1984  budget  authority  levels  for  CAB 
payments  were  reduced  in  the  same  proportion  the  Committee  reduced  the  1982  level 
relative  to  the  baseline. 


(by  fiscal  years,  in  millions  of  dollars) 


1982 

1983 

1984 

Baseline 

BA 

96.8 

105.6 

113.7 

O 

96.2 

104.6 

112.7 

Savings 

BA 

21.8 

23.8 

25.6 

O 

20.0 

22.9 

25.4 

Chapter  2  —  Highways  and  Highway  Safety 
Section  11021  —  Federal-Aid  Highways 

This  section  sets  the  obligation  ceiling  for  the  federal-aid  highways  account  at  $8.2 
billion  in  fiscal  year  1982  with  a  limitation  in  the  first  quarter  of  25  percent  of  the 
total. 


130 


Baseline  BA 

O 

Savings  BA 

O 


(by  fiscal  years,  in  millions  of  dollars) 

1982  1983  1984 

7,854  8,600  9,320 

8,600  9,000  9,700 

500  900  1,365 


Estimated  savings  were  calculated  using  the  CBO  federal-aid  highway  spending 
model.  This  proposal  does  not  affect  the  baseline  budget  authority,  however  it  does 
limit  the  1982  obligation  ceiling  to  $8.2  billion.  The  above  outlays  in  the  baseline 
reflect  additional  outlays  of  approximately  $150  million  a  year  for  emergency  relief 
funds  that  are  not  covered  by  the  obligation  ceiling. 


Section  11022  —  Highway  Safety  Provisions 

This  section  reduces  existing  current  law  budget  authority  for  the  National  Highway 
Traffic  Safety  Administration's  (NHTSA)  402  safety  grant  program  from  $200  million 
to  $100  million,  the  Federal  Highway  Administration's  (FHWA)  402  safety  grant 
program  from  $25  million  to  $10  million,  and  reduces  existing  authorizations  for  the 
NHTSA's  national  maximum  speed  limit  program  and  NHTSA's  innovative  projects 
grant  program.  In  addition,  a  total  of  $173  million  in  unobligated  contract  authority 
of  the  402  safety  grant  program  covering  both  NHTSA  and  FHWA  is  rescinded. 

(by  fiscal  years,  in  millions  of  dollars) 


Rescind  Unobligated  402  Contract  Authority 

1982 

1983 

1984 

Savings 

BA 

173 

O 

87 

43 

43 

Reduce  Direct  Spending  402  Program 

Baseline 

BA 

225.0 

241 

.2 

257.0 

O 

219.0 

222 

.8 

234.1 

Savings 

BA 

115 

123 

.3 

131.4 

O 

23 

53 

.5 

85.9 

Reduce  Authorizations 

Baseline 

BA 

41.9 

45 

.1 

47.3 

O 

10.4 

21 

.3 

32.4 

Savings 

BA 

21.9 

23 

.6 

24.7 

O 

6.4 

12 

.0 

17.2 
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Chapter  3  —  Public  Mass  Transportation 
Section  11031  —  UMTA 

This  provision  provides  the  Urban  Mass  Transportation  Administration  (UMTA)  with 
new  budget  authority  for  fiscal  year  1982,  the  amount  contained  in  reconciliation.  In 
estimating  the  1983  and  1984  effects  it  was  assumed  (after  discussions  with  the  staffs 
of  the  two  committees  involved)  that  the  reconciliation  amounts  would  be  met  by  this 
proposal.  The  figures  provided  in  the  chart  below  for  fiscal  years  1983  and  1984  are 
based  on  what  is  necessary  to  meet  reconciliation. 

(by  fiscal  years,  in  millions  of  dollars) 


1982  1983  1984 

Baseline                                         BA              5,090  5,507  5,914 

O                4,090  4,340  4,450 

Savings                                          BA              1,321  1,878  2,514 

O                    200  735  1,410 


SUBTITLE  B  —  WATER  RESOURCE  DEVELOPMENT  PROGRAMS 


Chapter  1  —  Water  Pollution  Control 
Section  11101  —  EPA 

This  section  reduces  the  1982  authorization  for  the  Environmental  Protection 
Agency's  (EPA)  wastewater  treatment  construction  grants  program  from  the  cur- 
rently authorized  level  of  $5  billion  to  $100  million. 

(by  fiscal  years,  in  millions  of  dollars) 


1982  1983  1984 

Baseline                                         BA              3,600  3,920  4,200 

O                4,320  4,215  4,105 

Savings                                            BA              3,500  1,480  1,750 

O                    226  793  1,394 


The  1982  budget  authority  reduction  is  based  on  the  1982  authorization  level  stated  in 
the  bill.  Budget  authority  reductions  in  1983  and  1984  were  calculated  assuming  that 
authorization  decreases  in  those  years  will  be  in  the  same  proportion  to  those 
assumed  in  the  Budget  Committee's  reconciliation  instructions  for  the  1982  authori- 
zation reduction.  Outlay  reductions  in  1982  through  1984  resulting  from  the 
rescission  in  1981  of  $1.7  billion  are  reflected  in  the  above  estimate,  as  per 
estimating  procedures  recommended  by  the  Budget  Committee. 
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Section  11102  —  EPA 

This  section  authorizes  appropriations  for  two  EPA  programs—non-energy  research 

and  development  and  abatement,  control,  and  compliance.  A  total  of  $540  million  is 
authorized  to  be  appropriated  for  these  activities  in  fiscal  year  1982. 

(by  fiscal  years,  in  millions  of  dollars) 

1982                1983  1984 

Abatement,  Control,  and  Compliance 

Baseline                                       BA                 584                 625  666 

O                   519                 560  613 

Savings                                        BA                 175                 218  259 

O                     44                 110  192 

Non-Energy  Research  and  Development 

Baseline                                       BA                 165                 177  189 

O                   163                 167  183 

Savings                                        BA                   34                  46  58 

O                      5                  22  41 


Total  Reductions  (Section  11102) 


BA  209  264  317 

O  49  132  233 


Estimated  1982  budget  authority  reductions  were  attributed  to  the  two  accounts 
based  on  assumptions  implicit  in  the  reconciliation  instructions  to  the  House 
Committee  on  Public  Works  and  Transportation.  Budget  authority  reductions  were 
calculated  for  1983  and  1984  assuming  that  authorizations  for  those  years  will 
correspond  to  those  assumed  in  the  reconciliation  instructions,  as  per  Budget 
Committee  instructions.  Outlay  reductions  were  calculated  based  on  historical 
spending  patterns  for  each  program. 
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Chapter  2  --  River  and  Harbor,  Flood  Control,  and  Related  Projects 

Section  11121.  This  chapter  establishes  the  authorization  ceiling  for  the  Corps  of 
Engineers  construction  general  account  at  $1,588  million  for  fiscal  year  1982.  This 
ceiling  represents  a  17  percent  savings  over  the  Gramm/Latta  savings  requirements 
for  fiscal  year  1982. 

(by  fiscal  years,  in  millions  of  dollars) 


1982 

1983 

1984 

Baseline 

BA 

1,725 

1,851 

1,967 

0 

1,678 

1,810 

1,931 

Savings 

BA 

137 

180 

243 

0 

103 

163 

225 

The  authorization  ceilings  in  fiscal  years  1983  and  1984  were  estimated  by  increasing 
the  savings  estimated  in  the  Gramm/Latta  instructions  by  the  same  percentage 
relative  to  the  1982  level  savings.  Estimated  outlays  for  all  3  years  were  calculated 
using  a  CBO  spendout  rate  derived  from  historical  spending  data. 


Chapter  3  —  TV  A  Project 

Section  11131.  This  section  prohibits  the  authorization  of  appropriations  for  funds 
for  the  North  Alabama  Coal  Gasification  Project  in  fiscal  year  1982.  For  the 
purposes  of  reconciliation,  CBO  has  assumed  that  this  prohibition  would  apply  to 
fiscal  years  1983  and  1984. 

(by  fiscal  years,  in  millions  of  dollars) 


1982 

1983 

1984 

Baseline 

BA 

322 

351 

377 

0 

264 

276 

341 

Savings 

BA 

202 

223 

242 

0 

95 

155 

211 

1/    The  estimate  includes  the 

1982  to 

1984  outlay  impact 

of  a  proposed 

1981 

rescission  of  $177.5  million. 
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SUBTITLE  C  --  ECONOMIC  DEVELOPMENT 


Chapter  1  —  Public  Works  and  Economic  Development 

This  chapter  substantially  amends  the  Public  Works  and  Economic  Development  Act 
of  1965.  Proposed  changes  to  that  act  would  reduce  the  authorization  to  appropriate 
funds  for  PWEDA  programs  to  a  total  of  $360  million  in  fiscal  year  1982,  including 
$27  million  for  salary  and  expense  activities.  All  existing  authorizations  to 
appropriate  funds  to  EDA  for  redevelopment  loans,  supplemental  and  basic  grants  to 
states,  bonus  grants  to  economic  development  districts,  Indian  economic  development 
grants,  disaster  area  economic  recovery  assistance,  and  job  opportunity  programs  are 
repealed. 

This  chapter  would  also  repeal  all  authority  to  appropriate  funds  for  Title  V  Regional 
Commissions  in  fiscal  year  1982. 

(by  fiscal  years,  in  millions  of  dollars) 
1982  1983  1984 


Economic  Development  Administration 


Baseline 

BA 

720 

773 

825 

0 

630 

692 

742 

Savings  — 

BA 

306 

331 

351 

0 

171 

248 

304 

1/    Estimated  savings  in  fiscal  years  1982  through  1984  assume  the  enactment  of  a 
$342.5  million  rescission  in  fiscal  year  1981. 


(by  fiscal  years,  in  millions  of  dollars) 
1982  1983  1984 


Title  V  Regional  Commissions 


Baseline 

BA 

46 

49 

51 

O 

51 

49 

50 

Savings  - 

BA 

46 

49 

51 

O 

44 

49 

50 

1/    Estimated  savings  in  fiscal  years  1982  through  1984  assume  the  enactment  of  a 
$21  million  rescission  in  fiscal  year  1981. 


For  the  purposes  of  reconciliation  CBO  has  estimated  reductions  in  budget  authority 
in  fiscal  years  1983  and  1984  to  be  proportional  to  the  reduction  from  existing 
authorizations  specified  for  fiscal  year  1982  for  EDA  and  Title  V  programs. 
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Chapter  2  —  Appalachian  Regional  Development 

This  chapter  substantially  reduces  existing  1982  authorizations  for  both  highway 
construction  and  regional  development  activities  of  the  Appalachian  Regional  Com- 
mission to  a  total  of  $212.1  million.  Funds  for  operations  of  the  Commission  are  also 
reduced  in  fiscal  year  1982  to  a  total  of  $2.9  million. 

(by  fiscal  years,  in  millions  of  dollars) 


1982 

1983 

1984 

Baseline 

BA 

397 

437 

476 

0 

393 

393 

442 

Savings 

BA 

182 

200 

220 

0 

95 

149 

198 

For  the  purposes  of  reconciliation,  CBO  has  assumed  that  reductions  in  budget 
authority  in  fiscal  years  1983  and  1984  would  be  proportional  to  the  reduction  from 
existing  authorizations  in  fiscal  year  1982.  Estimated  outlay  reductions  in  fiscal 
years  1982  through  1984  assume  the  enactment  of  a  $110  million  rescission  in  fiscal 
year  1981. 
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SUBTITLE  D  —  COMPREHENSIVE  OIL  SPILL  LIABILITY  FUND 


Chapter  1  —  Oil  Spill  Liability  Fund 

(by  fiscal  years,  in  millions  of  dollars) 


1982 

1983 

1984 

Fund 

BA 

115 

162 

92 

0 

13 

53 

96 

Fees 

BA 

-115 

-162 

-92 

0 

-115 

-162 

-92 

Net  Budget  Impact  - 

BA 

0 

-102 

-109 

4 

1/  Net  budget  impact,  if  negative,  shows  the  decrease  to  the  deficit.  It  represents 
the  difference  between  the  receipts  obtained  from  the  imposition  of  a  3<t  per 
barrel  fee  on  oil  production,  imports,  and  exports  (and  interest  earned  on 
investing  those  fees),  and  outlays  from  the  fund. 


JAMES  J.  HOWARQ,  N.J.,  CHAIRMAN 

GLENN  M.  ANDERSON, 


Committee  on  public  ISorfeg  anb  transportation 
tt.ft.  i^ouse  of  fcepresentatibesf 

Boom  2165.  SUpbum  ©erase  ©ffice  JBaOoinp; 

8aasJjinuton,  B.C.  20515 

Telephone.  Area  Code  202.  225-4472 


June    16,  1981 


Honorable  James  R.  Jones 
Chairman 

Committee  on   the  Budget 
House   of  Representatives 
Washington,    D.C.  20515 


Dear  Jim: 


This   letter   is   in   further  response   to   the  reconciliation 

instructions   for   the   Committee  on  Public   Works  and 

Transportation   contained   in   Title  III  of   the   Conference  Report 

to   accompany   the   First   Concurrent  Resolution  on   the   Budget  for 
Fiscal   Year  1982. 


The   legislative   recommendations   accompanying  the 
Committee's   letter   of   June    12,    1981,    to   the   Budget  Committee 
contained   a   provision,    Section    11141,    prohibiting   any  Federal 
official   from  charging  a   fee   for   the   transportation  for  the 
purpose  of  dumping,   or   the  dumping,   of  any  material   into  the 
oceans • 


We  want   to   take   this  opportunity  to  clarify  the  record 
with   respect   to   Section   11141.      This   Section  was   added   to  the 
bill   late   in   the   drafting   process,   and   after   the   Members  of  the 
Committee   had   been  briefed   on   the   substance  of   the  Committee's 
recommendations.     This   Section,    therefore,   does  not  necessarily 
reflect   the  views   of   all   of   the   signatories   of   the   June  12th 
letter   or   of   the  other   Members   of   the   Committee.     However,  it 
is  our  belief   that   if   a   Committee  meeting  were  held,   a  majority 
of   the   Members   of   our   Committee  would   support   Section  11141. 

Section    11141  was   added   to   the  bill  after  we  became  aware 
that   the   Committee   on   Merchant   Marine   and   Fisheries  had  included 
a   provision  dealing  with   the   same   subject   in   its   title  of  the 
reconciliation  bill.      Since   this   provision  dealt  with  an  issue 
relating   to   the   jurisdiction  of   this   Committee,   we  included 
Section   11141   in  our   recommendations   in   order   to   preserve  our 
jurisdiction  and    to   assure   that  we  will  be   able   to  work  with 
the   Committee   on  Merchant   Marine   and   Fisheries   to  satisfactorily 
resolve   this   issue  before   the   Rules   Committee,   on   the   Floor  or 
in  Conference  with  the  Senate. 
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We   ask   that   you   include   a  copy  of   the    text  of   this  letter 
in   the   portion  of   the   reconciliation   report   accompanying  the 
Public   Works   and   Transportation   Committee's   portion  of   the  bill. 


Sincerely 


DON  H/  CLAUSEN 

Ranking  Minority  Member 


FAMES  J.  HOWARD 
Chairman 


TITLE  XII  -  COMMITTEE  ON  SCIENCE  AND  TECHNOLOGY 


Title  XII  of  the  bill  contains  authorizations  for  seven  (7)  programs  and  projects, 
all  of  which  have  been  reported  by  the  Committee  on  Science  and  Technology. 

The  seven  are: 

Subtitle  A  —  Department  of  Energy  Civilian  Research  and  Development 
Programs  and  Projects  Authorization 

(H.R.  31*6,  reported  5/19/81) 
Subtitle  B        Department  of  Energy  Civilian  Programs  Authorization 

(H.R.  3**»7,  reported  5/19/81) 
Subtitle  C  —  National  Science  Foundation  Authorization 

(H.R.   1520,  reported  5/13/81) 

Subtitle  D  —  National  Oceanic  and  Atmospheric  Administration  — 

Atmospheric,  Climatic  and  Ocean  Pollution  Activities 
Authorizat  ion 

(H.R.  2803,  reported  5/19/81) 

Subtitle  E  —  Environmental  Protection  Agency  Office  of  Research 
and  Development  Authorization 

(H.R.  3115,  reported  5/19/81) 

Subtitle  F  —  Federal  Aviation  Administration  Research,  Engineering 
and  Development  Author i zat ion 

(H.R,  2643 .  reported  4/27/81) 

Subtitle  G  —  Federal  Emergency  Management  Agency  —  Earthquake  Hazards 
Reduction  Program  and  Fire  Prevent  ion  and  Control  Program 
Authorizations 

(H.R.  3356,  reported  5/19/81) 

For  complete  discussions  of  the  Committee's  actions  on  the  foregoing  authori- 
zations, reference  is  made  to  the  legislative  reports  accompanying  the  reported 
legislation,  as  follows* 

Subtitle  A  —  H.Rept,  97-9* 

Subtitle  B  —  H.Rept,  97^103,  Part  I 

Subtitle  C  —  H.Rept,  97-3* 

Subtitle  D  —H.Rept.  97-61 

Subtitle  E  —  H.Rept,  97-33 

Subtitle  F  —  H.Rept,  97-2* ,  Part  t 

Subtitle  G  —H.Rept.  97-59,  Part  ft 
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Committee  Reconciliation  Action 

On  June  11,  the  Committee,   in  open  session  and  with  a  quorum  present,  approved 
by  roll  call  vote  of  23  ayes  -  12  nays  the  motion  to  transmit  the  Committee's 
FY  82  authorization  recommendations  (enumerated  in  the  previous  section)  to  the 
Budget  Committee  in  compliance  with  the  requirements  of  the  First  Concurrent 
Resolution  on  the  Budget  -  Fiscal  Year  1982. 


Congressional  Budget  Office  Cost  Estimate 


CONGRESSIONAL  BUDGET  OFFICE 
U.S.  CONGRESS 
WASHINGTON,  D.C.  20515 


Alice  M.  Rivlln 
Director 


June  12,  1981 


Honorable  Don  Fuqua 
Chairman 

Committee  on  Science  and  Technology 
U.S.  House  of  Representatives 
2321  Rayburn  House  Office  Building 
Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

Pursuant  to  Section  202  of  the  Congressional  Budget  Act  of  1974,  the 
Congressional  Budget  Office  has  prepared  the  attached  estimate  of  savings 
achieved  by  the  statutory  provisions  adopted  by  the  House  Committee  on 
Science  and  Technology,  June  11,  1981.  The  estimates  included  in  the 
attached  report  represent  the  effects  on  the  federal  budget  of  the 
Committee's  legislation  propsals.  CBO  understands  that  the  staff  of  the 
Committee  on  the  Budget  will  be  responsible  for  interpreting  how  the 
savings  contained  in  the  legislative  proposals  measure  against  the  budget 
resolution  reconciliation  instructions. 

Although  the  bill  includes  only  authorizations  for  fiscal  year  1982,  the 
estimates  include  changes  relative  to  the  baseline  for  fiscal  years  1983  and 
1984  based  on  general  guidelines  from  the  Budget  Committee  staff. 

Should  the  Committee  so  desire,  we  would  be  pleased  to  provide  further 
details  on  this  estimate. 


Sincerely, 


Alice  M.  Rivlin 
"rtf"»  Director 


ce: 


Honorable  Larry  Winn,  Jr. 
Ranking  Minority  Member 
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HOUSE  SCIENCE  AND  TECHNOLOGY  COMMITTEE  RECONCILIATION  ESTIMATES 
Congressional  Budget  Office 
June  12,  1981 


1982 

1983 

1984 

National  Science  Foundation  (H.R.  1520) 

Baseline 

■DUuge  t  rlULIlOnty 

Outlays 

1  1  'io 
1,088 

i  iqo 
x ,  x  so 

1,153 

X  ,  6  DO 

1,213 

Changes  to  Baseline 
Budget  Authority 
Outlays 

29 
-12 

30 
17 

31 
26 

unvironrn  en  itu  JTroieciion  Agency 
Research  and  Development  (H.R.  3115) 

Baseline 
Outlays 

876 
862 

933 
912 

996 
976 

Changes  to  Baseline 
Budget  Authority 
Outlays 

-76 
-37 

-81 
-65 

-86 
-75 

National  Oceanic  and  Atmospheric 
Administration  (H.R.  2803) 

Baseline  - 

DUUgc  t  riuuiuriLy 

Outlays 

841 
829 

876 
884 

909 
900 

Changes  to  Baseline 
Budget  Authority 
Outlays 

24 
18 

25 
24 

26 
26 

FA  A  Ppcparch  F.ncrinpprino*  fln<i 

Development  (H.R.  2643) 

Baseline 

Duugc  i  riuiiioriiy 
Outlays 

91 
90 

94 
94 

98 
98 

Changes  to  Baseline 
Budget  Authority 
Outlays 

-A 

-3 

—4 

-4 

—0 

-4 

Federal  Emergency  Management 
Agency  (H.R.  3356) 

Baseline 

Budget  Authority 
Outlays 

93 
62 

101 
89 

110 
104 

Changes  to  Baseline 
Budget  Authority 
Outlays 

2 
1 

2 
2 

3 
4 
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Department  of  Energy; 

Civilian  Research  (H.R.  3146,  H.R.  3447) 

General  Science  Operating  Expenses 

Baseline 
Budget  Authority 
Outlays 

Changes  to  Baseline 
Budget  Authority 
Outlays 

General  Science  Plant  and  Capital 

Baseline 
Budget  Authority 
Outlays 

Changes  to  Baseline 
Budget  Authority 
Outlays 

Geothermal  Resources  Development  Fund 

Baseline 
Budget  Authority 
Outlays 

Changes  to  Baseline 
Budget  Authority 
Outlays 

Energy  Production,  Demonstration  and  Distribution 

Baseline 
Budget  Authority 
Outlays 

Changes  to  Baseline 
Budget  Authority 
Outlays 

Fossil  Research  and  Development 

Baseline 

Budget  Authority 
Outlays 

Changes  to  Baseline 
Budget  Authority 
Outlays 

Fossil  Construction 

Baseline 

Budget  Authority 
Outlays 

Changes  to  Baseline 
Budget  Authority 
Outlays 


431  478  522 

412  464  508 

7  7  8 

5  7  8 


133  141  149 

132  136  144 

-12  -13  -13 

-4  -12  -13 


1  1  2 

2  3  3 

-1  -1  -1 

-1  -1  -1 


237  251  266 

252  257  264 

-12  -13  •  -14 

-7  -13  •  -14 


748  790  834 

742  813  826 

-305  -322  -340 

-250  -319  -337 


482  533  579 

377  436  526 

-464  -513  -557 

-194  -360  -487 
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Energy  Supply  R&D 
Operating  Expenses 

Baseline 


Budget  Authority 

2,547 

2,697 

2,853 

Outlays 

2,481 

2,620 

2,756 

Changes  to  Baseline 

Budget  Authority 

-499 

-576 

-609 

Outlays 

-208 

-506 

-586 

Energy  Supply  Plant  and 

Capital  Equipment 

Baseline 

Budget  Authority 

438 

478 

513 

Outlays 

426 

440 

460 

Changes  to  Baseline 

Budget  Authority 

-71 

-77 

-83 

Outlays 

-10 

-39 

-68 

Energy  Conservation 

Baseline 

Budget  Authority 

850 

904 

959 

Outlays 

874 

926 

973 

Changes  to  Baseline 

Budget  Authority 

-178 

-189 

-200 

Outlays 

-21 

-148 

-203 

Department  Administration 

Baseline 

Budget  Authority 

271 

276 

281 

Outlays 

266 

275 

280 

Changes  to  Baseline 

Budget  Authority 

-41 

-41 

-42 

Outlays 

on 

-oL 

-41 

-  -42 

Uranium  Enrichment 

Baseline 

Budget  Authority 

320 

390 

470 

Outlays 

250 

330 

410 

Changes  to  Baseline 

Budget  Authority 

20 

25 

30 

Outlays 

4 

21 

26 

TITLE  XIII  -  COMMITTEE  ON  SMALL  BUSINESS 


PURPOSE 

The  purposes  of  this  title  are  threefold  -   -   -  to  comply 
with  budget  reconciliation,   to  minimize  its  adverse  impact,  and 
to  assist  small  business. 

First,   it  reduces  the  budget  authority  for  SBA  programs  to 
the  levels  mandated  by  the  budget  resolution,  H.   Con.   Res.  115, 
thereby  "saving"  in  FY  1982  $526  million  in  budget  authority  and 
$390  million  in  outlays.     Reductions  in  fiscals  83-84  "save"  over 
$500  million  in  each  year. 

These  reductions  in  budget  authority  necessitate  substantial 
reductions  in  SBA  direct  and  guaranteed  loan  program  levels  and 
surety  bond  guarantees.     They  also  entail  increases  in  the  interest 
rates  on  direct  loans,  approximately  50%  on  regular  business 
loans  and  between  30%  and  40%  on  disaster  loans  to  homeowners  and 
businesses  without  credit  elsewhere.     In  addition,  businesses  are 
limited  to  loans  for  85%  of  the  amount  of  net  disaster  loss. 

Second,   it  consolidates  the  Small  Business  Administration's 
diverse  business  lending  authorities  found  in  the  Small  Business 
Act:    (7(e)   trade  adjustment  assistance;   7(h)  handicapped  assistance 
7(i)  economic  opportunity;  and  7(1)  energy  conservation  loans) 
and  the  Small  Business  Investment  Act  of  1958   (development  company 
loans)   into  a  simplified,  single  business  lending  program  under 
section  7(a)  of  the  Small  Business  Act;  and  consolidates  eight 
other  non-physical  disaster  loan  programs  into  a  single  non- 
physical  disaster/Federal  action  loan  program. 

Third,  it  modifies  the  provisions  of  the  expanded  7(a) 
business  lending  authority  to  permit  greater  flexibility  in  the 
terms  and  conditions  of  assistance  provided  and  modifies  the 
physical  disaster  lending  program  under  section  7(b)(1)   of  the 
Act . 

Since  it  either  amends  SBA  programs  or  program  levels,  a 
summary  of  them  follows. 
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REGULAR  BUSINESS  LOANS 

Purpose  and  Use  of  Proceeds 

SBA  direct,  immediate  participation  and  guaranteed  loans  may  be  used  to 
construct,  expand,  or  convert  facilities,  including  the  acquisition  of  land,  pur- 
chase buildings,  equipment,  materials  or  obtain  working  capital ;  or  to  finance 
residential  or  commercial  construction  or  rehabilitation  for  sale  (proceeds  may 
not  be  used  primarily  for  acquisition  of  land) . 

Eligibility 

A  regular  business  loan  will  not  be  made  unless  the  financial  assistance 
sought  is  unavailable  on  reasonable  terms  from  non-Federal  sources.  An  SBA 
regular  business  loan  must  be  of  such  sound  value  or  so  secured  as  reasonably 
to  assure  repayment. 

If  an  applicant  is  unable  to  obtain  financing  on  reasonable  terms  from  a 
private  lender  and  if  an  SBA  guaranteed  loan  is  not  available,  SBA  will  then 
consider  advancing  funds  on  an  immediate  participation  basis  with  a  bank. 
SBA  will  consider  making  a  direct  loan  only  when  these  other  forms  of  financ- 
ing are  not  obtainable,  and  funds  are  available  for  direct  lending. 

For  business  loan  purposes,  SBA  defines  a  small  business  as  a  concern, 
including  affiliates,  that  is  for  profit,  independently  owned  and  operated,  not 
dominant  in  its  field  and  which  meets  employment  or  sales  standards  (size 
standards)  developed  by  the  Agency. 

Amount,  Interest  Rate,  and  Term  of  Loans 

Direct  and  Immediate  Participation  Loans 

SBA  can  make  a  direct  loan  up  to  $350,000  (those  in  excess  of  $150,000 
require  regional  office  approval)  if  funds  are  available.  In  participation  loans, 
the  SBA  (whose  share  is  normally  limited  to  $150,000)  and  the  private  lending 
institution  each  put  up  part  of  the  funds  immediately. 

The  interest  rate  on  direct  loans  and  SBA's  share  of  immediate  participa- 
tion loans  may  not  exceed  a  rate  set  by  a  statutory  formula  relating  to  the  long- 
term  average  cost  of  money  to  the  government.  As  of  October  1,  1980,  this  rate 
was  set  at  9*4  percent.  The  maximum  rate  on  the  lending  institution's  share  of 
an  immediate  participation  loan  is  1%  percent  above  prime  for  loans  with  ma- 
turities of  7  years  or  more  and  1*4  percent  above  prime  for  loans  with  maturities 
of  less  than  7  years. 

Guaranteed  Loans 

SBA  may  guarantee  up  to  90  percent  or  $500,000,  whichever  is  less,  of  a 
commercial  loan  to  a  small  firm. 

The  maximum  interest  rate  on  guaranteed  loans  is  2%  percent  above  the 
prime  interest  rate  on  loans  with  maturities  of  7  years  or  more  and  2V4  percent 
above  the  prime  for  loans  with  maturities  of  less  than  7  years. 

SBA  business  loans  may  be  for  as  long  as  10  years ;  those  portions  of  loans 
for  the  purpose  of  acquiring  real  property -or  constructing  facilities  may  have 
a  maturity  of  20  years.  Working  capital  Joans  usually  are  limited  to  6-7  years. 

SEASONAL  LINE  OF  CREDIT  PROGRAM 

Purpose  and  Use  of  Proceeds 

These  loans  are  for  small  concerns  which  have  a  seasonal  loan  requirement. 
Use  of  the  loan  proceeds  is  restricted  to  meeting  increased  working  capital  needs 
arising  from  a  seasonal  upswing  in  business. 

Eligibility 

To  qualify  under  this  program,  an  applicant  must  have  been  in  business 
at  least  12  months  prior  to  application,  and  must  be  an  eligible  small  business 
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concern  as  described  in  SBA  Rules  and  Regulations,  and  also  qualify  as  a 
small  business  under  SBA  employment  or  sales  size  standards.  An  applicant's 
personal  and/or  business  assets  are  to  be  used  to  the  greatest  extent  feasible 
without  causing  undue  hardship.  Requirements  regarding  availability  of  pri- 
vate assistance,  security,  and  collateral  are  the  same  as  those  for  SBA's  regular 
business  loan  program. 

Amount,  Interest  Rate  and  Term  of  Loan 

This  assistance  is  available  only  under  SBA's  guarantee  program.  The 
SBA  may  guarantee  up  to  $500,000  ($100,000  under  the  Economic  Opportunity 
Loan  Program  which  provides  assistance  to  economically  or  socially  disadvan- 
taged individuals)  or  90  percent  of  the  total  loan,  whichever  is  less.  The  amount 
of  the  loan  cannot  exceed  the  amount  needed  to  overcome  working  capital 
deficiencies  arising  from  a  seasonal  increase  in  business. 

The  maximum  maturity  of  these  loans  is  12  months.  The  interest  rate  on 
these  loans  is  set  by  the  lending  institution,  subject  to  a  maximum  set  by  SBA. 
The  maximum  rate  is  2*4  percent  more  than  the  prime  interest  rate. 

CONTRACT  LOAN  PROGRAM 

Purpose  and  Use  of  Proceeds 

This  program  provides  guarantee  financing  exclusively.  Use  of  loan 
proceeds  is  limited  to  labor  and  materials  needed  to  perform  a  given  contract. 

Eligibility 

Construction  contractors,  manufacturers  and  service  contractors  who  pro- 
vide specific  services  under  an  assignable  contract  are  eligible.  They  must  have 
been  in  business  for  12  months  before  making  application  and  must  be  unable  to 
obtain  the  required  financial  assistance  without  SBA's  guarantee.  Eligible 
businesses  may  apply  prior  to  or  after  a  contract  has  been  received.  Detailed 
information  on  the  bid  or  contract  must  be  available  at  the  time  of  application. 

Amount,  Interest  Rate  and  Term  of  Loan 

SBA  may  guarantee  up  to  $500,000  ($100,000  under  the  Economic  Oppor- 
tunity Loan  Program)  or  90  percent  of  the  total  loan,  whichever  is  less.  The 
amount  of  the  loan  cannot  exceed  the  cost  of  material  and  labor  needed  to  com- 
ply with  the  terms  of  the  contract.  The  bank  sets  the  interest  rate  subject  to  the 
SBA  limit.  The  maximum  rate  is  2i4percent  more  than  the  prime  interest  rate. 
These  loans  are  usually  for  no  more  than  12  months ;  however,  in  the  case  of 
large  contracts,  the  SBA  District  Office  may  approve  a  term  of  up  to  18  months. 

SMALL  BUSINESS  EMPLOYEE  OWNERSHIP  ASSISTANCE 

Purpose  and  Use  of  Proceeds 

Public  Law  96-302  authorizes  SBA  to  guarantee  loans  to  certain  em- 
ployee trusts  to  enable  them  to  acquire  an  interest  in  the  small  business  with 
which  they  are  associated.  Loan  proceeds  can  also  be  used  to  enable  a  small 
business  to  finance  its  corporate  growth  by  obtaining  funds  from  its  em- 
ployee trust  even  though  the  trust  does  not  acquire  a  majority  interest  in  the 
business,  provided  that  the  trust  acquires  a  sufficient  interest  to  prevent  cor- 
porate action  which  could  adversely  affect  the  independent  existence  of  the 
business. 

Eligibility 

To  qualify  for  this  program,  an  applicant  must  be  a  qualified  employee 
trust  which  is  maintained  by  a  small  business  concern  or  by  an  employee  or- 
ganization which  represents  at  least  51  percent  of  the  employees  of  such  a 
business.  Such  trusts  are  established  primarily  to  invest  in  certain  securi- 
ties of  the  business  with  which  they  are  associated.  These  securities  may  be 
either  equity  instruments  (stock,  etc.)  or  debt  instruments  (bonds,  deben- 
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tures,  notes,  etc.).  Each  employee  participant  in  the  plan  for  which  the  trust 
was  established  must  be  entitled  to  direct  the  vote  of  his  or  her  share  of  the 
securities  of  the  business  on  corporate  matters  which  must  be  decided  by  a 
majority  vote  of  those  securities. 

The  business  with  which  the  applicant  employee  trust  is  associated  must 
be  an  eligible  small  business  concern  as  described  in  SBA  Rules  and  Regula- 
tions for  regular  business  loans,  and  also  qualify  as  a  small  business  under 
SBA  employment  or  sales  size  standards.  However,  an  employee  trust  may 
apply  for  assistance  to  purchase  a  business  which,  by  reason  of  affiliation 
with  another  person  or  entity,  is  other  than  small  if,  after  the  purchase  is 
accomplished,  the  business  would  be  an  eligible  small  business. 

Requirements  regarding  availability  of  credit  elsewhere,  collateral,  and 
repayment  ability  are  generally  the  same  as  those  for  SBA's  regular  business 
loan  program.  SBA  can  require  that  the  property  of  a  business  be  available 
for  collateral  for  a  loan  to  the  employee  trust  with  which  it  is  associated.  How- 
ever, the  agency  will  not  require  the  use  of  personal  assets  or  guarantees 
from  individual  plan  participants/employee-owners. 

Amount,  Interest  Rate  and  Term  of  Loan 

This  assistance  is  available  only  under  SBA's  guarantee  program.  SBA 
may  guarantee  up  to  90  percent  or  $500,000,  whichever  is  less,  of  a  commercial 
loan  to  a  qualified  employee  trust. 

The  interest  rate  is  negotiated  between  the  borrower  and  lender  with  the 
maximum  set  by  SBA.  The  maximum  interest  rate  for  loans  with  maturities  of 
7  years  or  more  is  2%  percent  above  the  prime  rate.  The  maximum  for  loans 
with  maturities  of  less  than  7  years  is  2*4  percent  above  the  prime  rate. 

Those  portions  of  SBA-guaranteed  loans  to  employee  trusts  which  are  in- 
tended to  finance  the  acquisition  of  real  property  or  construction  may  have 
maturities  of  as  long  as  20  years.  Those  portions  used  for  other  purposes  have  a 
maximum  maturity  of  10  years. 

/Special  Considerations 

Proposed  regulations  governing  the  implementation  of  this  program  were 
published  in  September  1980.  As  of  this  printing,  a  final  rule  has  not  been  pub- 
lished ;  however,  one  is  expected  early  in  1981. 

EXPORT  FINANCIAL  ASSISTANCE 

Purpose  and  Use  of  Proceeds 

Public  Law  96^81  authorizes  SBA  to  make  or  guarantee  loans  to  small 
businesses  to  finance  export  assistance.  SBA  is  also  authorized  to  provide  exten- 
sions and  revolving  lines  of  credit  for  export  purposes  to  small  business  con- 
cerns; to  develop  foreign  markets  and  for  pre-export  financing. 

Eligibility 

Regulations  for  implementation  of  this  progiam  have  not  been  published 
as  of  this  printing;  however,  it  is  anticipated  that  requirements  relating  to 
repayment  ability,  use  of  available  resources,  lack  of  credit  elsewhere,  and  col- 
lateral will  generally  be  the  same  as  those  of  SBA's  regular  business  loan 
program. 

Amount,  Interest  Rate  and  Term  of  Assistance 

Export  assistance  loans  and  revolving  lines  of  credit  may  be  guaranteed 
by  SBA  up  to  $500,000  or  90  percent,  whichever  is  less.  Direct  loans  and  SBA's 
share  of  immediate  participation  loans,  when  funds  are  available,  have  a  statu- 
tory maximum  of  $350,000. 

Interest  rates  on  direct  loans  and  SBA's  share  of  immediate  participation 
loans  are  determined  by  a  statutory  formula  representing  the  long-term  average 
cost  of  money  to  the  government.  This  rate  was  set  at  9*4  percent  in  October, 
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1980.  The  rate  on  guaranteed  loans  is  negotiated  between  the  borrower  and 
lender,  and  must  be  legal  and  reasonable. 

The  maximum  term  of  this  type  of  assistance  is  18  months. 

ECONOMIC  OPPORTUNITY  LOANS  (EOL) 

Purpose  and  U se  of  Proceeds 

SBA  may  make  or  guarantee  loans  to  small  business  concerns  located  in 
urban  or  rural  areas  with  high  proportions  of  unemployed  or  low-income  indi- 
viduals, or  which  are  owned  by  low-income  individuals.  EOL  loans  may  be 
made  to  established  or  new  businesses.  Loan  proceeds  may  be  used  for  the  same 
general  purposes  as  SBA's  regular  business  loans. 

Eligibility 

Applicants  must  be  residents  of  the  U.S.,  Puerto  Rico  or  Guam  and  must 
demonstrate  that  income  from  all  sources  (other  than  welfare)  is  not  sufficient 
to  meet  basic  needs,  or  that  due  to  social  or  economic  disadvantage  they  have 
been  denied  the  opportunity  to  acquire  sufficient  business  financing  through 
normal  lending  channels  or  on  reasonable  terms.  Honorably  discharged  Viet- 
nam veterans  who  are  unable  to  obtain  financing  on  reasonable  terms  either 
from  usual  commercial  sources  or  other  SBA  financing  programs  may  be 
eligible. 

Applicants  must  demonstrate  the  ability  to  operate  a  business  successfully. 
There  must  be  reasonable  assurance  that  the  loan  can  be  repaid  from  the  earn- 
ings of  the  business. 

While  character  is  of  more  importance  than  collateral,  each  applicant  is 
expected  to  pledge  available  collateral  and  have  some  money  or  other  assets 
invested  in  the  business. 

Bank  participation  is  encouraged.  SBA  may  grant  a  100-percent  guarantee 
on  an  EOL  loan ;  however,  current  policy  restricts  this  guarantee  to  90  percent. 

Amount,  Interest  Rate  and  Term  of  Loan 

EOL  loans  may  be  made  up  to  $100,000,  may  have  a  maturity  up  to  15 
years,  and  may  be  made  for  any  reasonable  business  purpose.  SBA  may  require 
recipients  of  these  loans  to  acquire  management  skills  through  SBA-approved 
training  courses. 

The  interest  rate  on  SBA's  share  of  economic  opportunity  loans  is  set  by  a 
statutory  formula  which,  as  of  October  1,  1980,  is  11%  percent.  The  maximum 
rate  on  the  lending  institution's  share  of  an  immediate  participation  loan  is 
1%  percent  above  prime  for  loans  with  maturities  of  7  years  or  more  and  1% 
percent  above  prime  for  loans  with  maturities  of  less  than  7  years. 

The  maximum  interest  rate  on  guaranteed  loans  is  2%  percent  above  prime 
for  loans  with  maturities  of  7  years  or  more  and  2*4  percent  above  the  prime 
for  loans  with  maturities  of  less  than  7  years. 

POOL  LOANS 

Purpose  and  Use  of  Proceeds 

Pool  loans  are  made  to  corporations  formed  and  capitalized  by  groups  of 
small  business  companies  for  the  purchase  of  raw  materials,  equipment,  inven- 
tory, or  supplies  to  be  used  in  their  individual  businesses.  These  loans  may  also 
be  used  to  obtain  the  benefits  of  research  and  development  or  establish  research 
and  development  facilities. 

Eligibility 

Criteria  are  the  same  as  for  regular  business  loans.  However,  formation  of 
pools  must  be  cleared  by  the  Department  of  Justice  and  information  regarding 
the  formation  must  be  furnished  to  the  Federal  Trade  Commission. 

Arnount.  Interest  Rate  and  Term  of  Loan 

SBA's  maximum  share  is  $250,000  for  each  small  business  in  the  pool. 

The  interest  rate  on  direct  loans  and  SBA's  share  of  immediate  participa- 
tion loans  may  not  exceed  a  rate  set  by  a  statutory  formula  relating  to  the  long- 
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term  average  cost  of  money  to  the  government.  As  of  October  1,  1980,  this  rate 
was  set  at  9^4  percent.  The  maximum  rate  on  the  lending  institution's  share  of 
an  immediate  participation  loan  is  1%  percent  above  prime  for  loans  with 
maturities  of  7  years  or  more  and  1V4  percent  above  prime  for  loans  with 
maturities  of  less  than  7  years. 

The  maximum  interest  rate  on  guaranteed  loans  is  2%  percent  above  the 
prime  interest  rate  on  loans  with  maturities  of  7  years  or  more  and  2^4  percent 
above  the  prime  for  loans  with  maturities  of  less  than  7  years. 

The  maximum  term  is  10  years  and,  if  construction  of  facilities  is  involved, 
20  years  plus  construction  time. 

PHYSICAL  DISASTER  LOANS 

Purpose  and  Use  of  Proceeds 

SBA's  physical  disaster  loans  may  be  used  to  restore  a  victim's  home 
or  homes  (including  a  mobile  home  used  as  a  residence  of  the  applicant)  or 
business  property,  as  nearly  as  possible,  to  predisaster  condition.  This  includes 
furniture  and  other  eligible  household  effects  or  personal  property  in  a  resi- 
dence, and  inventory,  furniture,  fixtures,  machinery,  equipment,  leasehold  im- 
provements used  in  a  business,  and  crops  and  livestock. 

Eligibility 

Home  or  property  owners,  residential  tenants,  businesses  of  any  size,  religi- 
ous, charitable,  or  nonprofit  organizations  are  eligible  for  SBA  disaster  loan 
assistance  to  repair  or  replace  physically  damaged  or  destroyed  property.  Also 
eligible  are  agricultural  producers  ineligible  or  unable  to  obtain  disaster 
assistance  from  the  Farmers  Home  Administration  (FmHA)  on  terms  sub- 
stantially similar  to  those  available  to  non-farm  businesses  at  SBA. 

Only  those  persons  who  suffered  the  loss,  those  who  owned  damaged  or  de- 
stroyed property  at  the  time  of  the  disaster,  are  eligible  for  financial  assist- 
ance. In  determining  ownership,  SBA  considers  beneficial  as  well  as  legal  title, 
assumption  of  loss  provisions,  changes  in  ownership,  and  other  pertinent  factors. 
The  loans  may  be  made  without  regard  to  other  resources ;  however,  businesses 
able  to  obtain  credit  elsewhere  pay  a  higher  interest  rate. 

Amount,  Interest  Rate  and  Term  of  Loan 

Most  of  SBA's  physical  disaster  loans  are  direct  loans  without  bank 
participation.  An  SBA  disaster  loan  may  not  exceed  the  actual  loss  suffered 
by  the  disaster  victim  (after  deducting  any  recovery  from  insurance,  the  Red 
Cross,  a  State  grant,  permanent  mini-repairs,  or  other  sources)  plus  eligible 
refinancing,  expenses  for  code  compliance,  or  eligible  relocation  expenses.  The 
statutory  limit  for  physical  disaster  assistance  (except  for  major  sources  of 
employment)  is  $500,000  per  disaster.  SBA  has  also  established  administrative 
limits  for  home  and  personal  property  loans. 

1.  Home  loans. — A  disaster  home  loan  is  limited  to  a  maximum  of  $50,000 
to  restore  a  residence,  $10,000  to  restore  residential  contents,  or  $55,000  for  both 
purposes,  plus  $50,000  for  eligible  refinancing.  The  cost  of  code  compliance  and 
eligible  relocation  are  included  within  these  dollar  limits.  To  repair  or  replace  a 
primary  residence  and/or  repair  or  replace  damaged  or  destroyed  personal 
property  on  account  of  a  disaster  occurring  on  or  after  October  1, 1978  the  inter- 
est rate  on  the  first  $55,000  of  each  loan  is  3  percent ;  on  loan  amounts  above  this 
amount,  the  interest  rate  on  the  excess  may  not  exceed  a  rate  set  by  a  statutory 
formula  relating  to  the  long-term  average  cost  of  money  to  the  government.  As 
of  October  1, 1980,  this  rate  was  set  at  9|4  percent. 

2.  Business  loans. — A  disaster  loan  to  a  business  is  limited  to  a  max- 
imum of  $500,000  for  real  and  personal  property  losses.  Refinancing,  code  com- 
pliance, relocation  expenses,  and  all  other  eligible  loan  purposes  are  included  in 
this  dollar  limitation.  An  exception  to  this  limit  can  be  made  for  major  sources 
of  employment. 
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The  interest  rate  on  loans  to  businesses  on  account  of  disasters  occurring 
on  or  after  October  1,  1978  is  determined  by  the  applicant's  ability  to  borrow 
the  needed  funds  from  commercial  sources.  For  disasters  beginning  after  July  2, 
1980: 

(a)  if  the  applicant  is  unable  to  borrow  the  necessary  funds  and 
obtain  "credit  elsewhere,"  the  interest  rate  is  5  percent; 

(b)  if  the  applicant  is  able  to  borrow  the  necessary  funds  and  obtain 
"credit  elsewhere"  but  nonetheless  wants  loan  assistance  through  SBA, 
the  interest  rate  is  based  on  a  formula  involving  the  current  cost  of  money 
to  the  Federal  Government,  lSYs  percent  as  of  December  1980. 

3.  Other  loans. — The  interest  rate  on  loans  to  all  other  applicants  may 
not  exceed  a  rate  set  by  a  statutory  formula  relating  to  the  long-term  average 
cost  of  money  to  the  Government.  As  of  October  1,  1980,  this  rate  was  set  at 
914  percent. 

SBA  may  limit  any  disaster  loan  to  an  amount  that  the  applicant  can  re- 
pay. The  maturity  of  SBA  disaster  loans  may  not  exceed  30  years.  However, 
SBA  may  require  that  the  loan  be  repaid  in  a  shorter  time,  based  upon  an 
applicant's  ability  to  repay.  Normally,  payments  must  be  made  in  equal  month- 
ly installments  of  principal  and  interest;  the  first  payment  is  due  within  5 
months  of  disbursement.  Other  repayment  terms  can  be  arranged  in  special 
circumstances. 

Special  Considerations  Regarding  Disaster  Loans 

1.  Although  physical  disaster  loans  must  be  repaid,  there  is  no  specific 
requirement  as  to  the  amount  of  collateral,  if  any,  that  must  secure  a  disaster 
loan.  However,  SBA  will  require  that  any  available  collateral  be  pledged  to 
secure  these  loans.  A  disaster  loan  cannot  be  denied  because  no  collateral  is 
available  or  because  available  collateral  is  not  adequate  to  secure  the  loan. 

2.  SBA  disaster  loan  funds  may  not  be  used  to  replace  extraordinarily 
expensive  or  irreplaceable  items  such  as  antiques,  coin  and  stamp  collections, 
rare  paintings,  book  collections,  extensive  wardrobes,  etc. 

3.  All  SBA  disaster  loans  to  restore  or  replace  real  or  personal  property 
which  is,  or  will  be,  located  within  a  special  flood  hazard  area  must  be  covered 
by  Federal  Flood  Insurance  before  any  loan  funds  can  be  disbursed. 

4.  SBA  does  not  consider  the  age  of  a  disaster  victim  in  determining 
whether  a  disaster  loan  may  be  made.  Also,  SBA  does  not  require  the  appli- 
cant to  pay  the  disaster  expenses  from  his  or  her  personal  resources  before 
obtaining  a  disaster  loan. 

5.  When  a  disaster  causes  damage  of  30  percent  or  more  of  the  predisaster 
fair  market  value  of  real  property,  prior  recorded  mortgages  secured  by  the 
damaged  property  may  be  eligible  for  refinancing  to  avoid  undue  hardship. 
However,  the  amount  of  refinancing  may  not  exceed  the  amount  of  physical 
loss  sustained. 

6.  Whenever  a  disaster  victim  cannot  get  a  building  permit,  or  is  unable 
to  restore  his  or  her  property  at  the  disaster  site  for  other  reasons,  the  cost  of 
relocation  may  be  eligible. 

7.  SBA  disaster  loans  can  be  used  only  to  restore  property  to  its  "pre- 
disaster" condition.  Therefore,  upgrading;  (for  example,  building  a  larger 
building)  would  be  an  inclinable  use  of  disaster  loan  proceeds.  Structural  or 
other  changes  which  are  necessary  to  comply  with  building  construction  codes 
are  not  considered  to  be  upgrading. 

ECONOMIC  INJURY  (NON-PHYSICAL)  DISASTER  LOANS 

Purpose  and  Use  of  Proceeds 

In  areas  hit  bv  major  or  natural  disasters,  determined  by  the  President, 
the  Secretary  of  Agriculture,  or  the  Administrator  of  SBA,  small  firms  suf- 
fering substantial  economic  injury,  i.e.,  economic  loss,  are  eligible  for  SBA 
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loans.  In  the  event  of  a  natural  disaster  not  sufficient  for  these  three  disaster 
declarations,  economic  injury  disaster  loan  assistance  may  be  provided  upon 
the  direct  request  to  SB  A  from  the  Governor  of  the  State  involved. 

Loan  funds  may  be  used  to  provide  working  capital  and  to  meet  short-term 
financial  obligations  that  the  borrower  would  have  been  able  to  meet  if  not 
for  the  disaster. 

Eligibility 

Unlike  physical  disaster  loans  which  are  available  without  considera- 
tion of  the  nature  or  size  of  the  applicant,  only  for-profit  small  business  con- 
cerns are  eligible  for  economic  injury  loan  assistance.  While  physical  disaster 
loans  are  made  without  regard  to  an  applicant's  availability  of  resources,  in 
the  case  of  economic  injury  disaster  loans,  SB  A  requires  personal  and/or 
business  assets  to  be  used  by  the  applicant  to  the  greatest  extent  feasible, 
without  undue  hardship,  to  alleviate  the  injury  incurred.  In  addition,  SB  A 
requires  private  credit,  to  the  extent  obtainable  on  reasonable  rates  and  terms, 
to  be  used  prior  to  obtaining  disaster  loan  assistance  from  that  agency. 

Amount,  Interest  Rate  and  Term  of  Loan 

There  is  no  statutory  limit  on  the  amount  of  an  economic  injury  disaster 
loan ;  however,  SBA  has  set  an  administrative  limit  of  $500,000  on  direct  loans  or 
its  share  of  immediate  participation  loans.  The  loans  may  be  made  for  up 
to  30  years. 

The  interest  rate  on  direct  loans  and  SBA's  share  of  immediate  par- 
ticipation loans  may  not  exceed  a  rate  set  by  a  statutory  formula  relating 
to  the  long-term  average  cost  of  money  to  the  government.  As  of  October 
1,  1980,  this  rate  was  set  at  9*4  percent.  The  maximum  rate  on  the  lending 
institution's  share  of  an  immediate  participation  loan  is  1%  percent  above 
prime  for  loans  with  maturities  of  7  years  or  more  and  1V4  percent  above 
prime  for  loans  with  maturities  of  less  than  7  years. 

The  maximum  interest  rate  on  guaranteed  loans  is  2%  percent  above 
the  prime  interest  rate  on  loans  with  maturities  of  7  years  or  more  and  2*4 
percent  above  the  prime  for  loans  with  maturities  of  less  than  7  years. 

DISPLACED  BUSINESS  LOANS 

Purpose  and  Use  of  Proceeds 

Displaced  Business  Loans  are  to  enable  small  business  concerns  to  continue 
in  business,  or  reestablish  in  a  new  location,  if  SBA  determines  such  concern 
has  suffered  substantial  economic  injury  as  the  result  of  its  displacement  by,  or 
location  near,  a  program  or  project  constructed  by  or  with  funds  provided  in 
whole  or  in  part  by  the  Federal  Government  or  a  State  or  local  government  or 
public  service  entity  (providing  such  government  or  public  service  entity  has 
the  authority  to  exercise  the  right  of  eminent  domain  on  such  program  or 
project) .  The  loan  may  include  funds  for  the  purchase  or  construction  of  other 
premises  whether  or  not  the  borrower  owned  the  premises  occupied  by  the  busi- 
ness. Loan  proceeds  may  also  be  used  for  working  capital  and  other  business 
purposes.  Some  upgrading  is  also  permitted. 

Eligibility 

To  qualify  for  these  loans,  an  applicant  must  be  an  eligible  small  business 
concern  as  described  in  SBA  Rules  and  Regulations,  and  also  qualify  as  a  small 
business  under  SBA  employment  or  sales  size  standards.  SBA  requires  an  ap- 
plicant's personal  and/or  business  assets  to  be  used  to  the  greatest  extent  feasible 
without  causing  undue  hardship  and  that  private  credit,  if  available  on  reason- 
able terms,  also  be  used  before  obtaining  SBA  assistance.  Although  there  are 
no  statutory  requirements  with  respect  to  collateral  or  security  for  such  loans, 
an  applicant  must  pledge  whatever  collateral  or  give  such  guarantees  as  it  can. 
In  all  instances,  reasonable  prospects  of  repayment  must  be  indicated. 
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Amount,  Interest  Rate  and  Term  of  Loan 

There  is  no  statutory  dollar  limitation  on  the  amount  which  SBA  may  lend 
to  applicants  under  this  program. 

The  maximum  maturity,  including  renewals  and  extensions,  may  not  exceed 
30  years.  The  determination  of  the  maturity  is  based  on  the  requirements  of  the 
applicant  based  on  the  amount  of  economic  injury  sustained  and  the  ability 
to  repay. 

The  interest  rate  on  direct  loans  and  SBA's  share  of  immediate  participa- 
tion loans  may  not  exceed  a  rate  set  by  a  statutory  formula  relating  to  the  long- 
term  average  cost  of  money  to  the  government.  As  of  October  1,  1980,  this  rate 
was  set  at  9*4  percent.  The  maximum  rate  on  the  lending  institution's  share  of 
an  immediate,  participation  loan  is  1%  percent  above  prime  for  loans  with 
maturities  of  7  years  or  more  and  1V£  percent  above  prime  for  loans  with 
maturities  of  less  than  7  years. 

The  maximum  interest  rate  on  guaranteed  loans  is  2%  percent  above  the 
prime  interest  rate  on  loans  with  maturities  of  7  years  or  more  and  2%  per- 
cent above  the  prime  for  loans  with  maturities  of  less  than  7  years. 

PRODUCT  DISASTER  LOANS 

Purpose  and  Use  of  Proceeds 

SBA  makes  loans  to  small  concerns  that  have  suffered  substantial  economic 
injury  because  they  cannot  process  or  market  a  product  for  human  consumption 
because  of  disease  or  toxicity  resulting  through  either  natural  or  other  causes. 
Proceeds  may  be  used  to  continue  or  reestablish  the  business.  Loans  may  be  used 
to  provide  working  capital  to  support  the  business  until  such  time  as  it  is  re- 
established and  to  pay  short-term  financial  obligations  which  the  borrower 
would  have  been  able  to  pay  had  it  not  been  for  the  loss  of  revenue  resulting 
from  the  disaster. 

Eligibility 

To  qualify  for  these  loans,  an  applicant  must  be  an  eligible  small  business 
concern  as  described  in  SBA  Rules  and  Regulations,  and  also  qualify  as  a  small 
business  under  SBA  employment  or  sales  size  standards.  The  applicant's  per- 
sonal and/or  business  assets  are  to  be  used  to  the  greatest  extent  feasible  without 
causing  undue  hardship.  Private  credit,  if  available  on  reasonable  terms,  must  be 
used  before  obtaining  SBA  assistance.  Although  there  are  no  statutory  require- 
ments with  respect  to  collateral  or  security  for  such  loans,  an  applicant  must 
pledge  whatever  collateral  or  give  such  guarantees  as  it  can.  In  all  instances, 
reasonable  prospects  of  repayment  must  be  indicated. 

Amount,  Interest  Rate  and  Term  of  Loan 

There  is  no  statutory  dollar  limitation  on  the  amount  which  SBA  may  lend 
to  applicants  under  this  program;  however,  SBA  has  set  an  administrative 
limit  of  $500,000  on  direct  loans  or  its  share  of  immediate  participation  loans. 

The  maximum  maturity,  including  renewals  and  extensions,  may  not  ex- 
ceed 30  years.  The  determination  of  maturity  is  based  on  the  requirements  of 
the  applicant,  the  amount  of  economic  injury  sustained,  and  the  ability  to  repay. 

The  interest  rate  on  direct  loans  and  SBA's  share  of  immediate  participa- 
tion loans  may  not  exceed  a  rate  set  by  a  statutory  formula  relating  to  the  long- 
term  average  cost  of  money  to  the  government.  As  of  October  1,  1980,  this  rate 
was  set  at  9^4  percent.  The  maximum  rate  on  the  lending  institution's  share  of 
an  immediate  participation  loan  is  1%  percent  above  prime  for  loans  with  ma- 
turities of  7  years  or  more  and  1*4  percent  above  prime  for  loans  with  maturi- 
ties of  less  than  7  years. 

The  maximum  interest  rate  on  guaranteed  loans  is  2%  percent  above  the 
prime  interest  rate  on  loans  with  maturities  of  7  years  or  more  and  2*4  percent 
above  the  prime  for  loans  with  maturities  of  less  than  7  years. 
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REGULATORY/COMPLIANCE  LOANS 

Purpose  and  Use  of  Proceeds 

Proceeds  may  be  used  to  assist  any  small  business  concern  in  effecting  addi- 
tions to  or  alterations  in  the  equipment,  facilities,  or  methods  of  operation  of 
such  concern  to  meet  requirements  established  pursuant  to  any  Federal  law,  or 
any  State  law  enacted  in  conformity  therewith,  or  any  regulation  or  order  of  a 
duly  authorized,  Federal,  State,  regional,  or  local  agency  issued  in  conformity 
with  such  Federal  law.  Examples  of  such  laws  are  the  Egg  Product  Inspection 
Act  of  1970,  the  Wholesome  Meat  Act  of  1967,  the  Wholesome  Poultry  Products 
Act  of  1968,  the  Coal  Mine  Health  and  Safety  Act  of  1969,  the  Occupational 
Safety  and  Health  Act  of  1970,  and  the  Clean  Air  Act  of  1970.  An  example  of 
an  order  covered  by  this  loan  program  is  the  recall  of  Tris-treated  sleepwear 
ordered  by  the  Consumer  Product  Safety  Commission  in  April  1977. 

Eligibility 

To  qualify  for  a  Regulatory/Compliance  Loan,  an  applicant  must  be  an 
eligible  small  business  concern  as  described  in  SBA  Rules  and  Regulations,  and 
also  qualify  as  a  small  business  under  SBA  employment  or  sales  size  standards. 
SBA  requires  that  an  applicant's  personal  and/or  business  assets  be  used  to  the 
greatest  extent  feasible  without  causing  undue  hardship  and  that  private  credit, 
if  available  on  reasonable  terms,  be  used  before  obtaining  SBA  assistance. 
Although  there  are  no  statutory  requirements  with  respect  to  collateral  or 
security  for  such  loans,  an  applicant  must  pledge  whatever  collateral  or  give 
such  guarantees  as  he  or  she  can.  In  all  instances,  reasonable  prospects  of  repay- 
ment must  be  indicated. 

Amount,  Interest  Rate  and  Term  of  Loan 

There  is  no  statutory  dollar  limitation  on  the  amount  which  SBA  may  lend 
to  applicants  under  this  program.  Agreements  by  SBA  to  participate  in  a  loan 
on  an  immediate  participation  or  on  a  guaranty  basis  may  not  obligate  the 
Agency  in  excess  of  90  percent  of  the  balance  of  the  loan.  Only  when  bank 
participation  is  not  available  may  an  application  for  a  loan  be  considered  on  a 
direct  basis. 

The  maximum  maturity,  including  renewals  and  extensions,  may  not  exceed 
30  years.  The  determination  of  the  maturity  is  based  on  the  requirements  of  the 
applicant,  the  amount  of  economic  injury  sustained,  and  the  ability  to  repay. 

The  interest  rate  on  direct  loans  and  SBA's  share  of  immediate  participa- 
tion loans  may  not  exceed  a  rate  set  by  a  statutory  formula  relating  to  the  long- 
term  average  cost  of  money  to  the  government.  As  of  October  1,  1980.  this  rate 
was  set  at  914  percent.  The  maximum  rate  on  the  lending  institution's  share  of 
an  immediate  participation  loan  is  1%  percent  above  prime  for  loans  with 
maturities  of  7  years  or  more  and  114  percent  above  prime  for  loans  with 
maturities  of  less  than  7  years. 

The  maximum  interest  rate  on  guaranteed  loans  is  2%  percent  above  the 
prime  interest  rate  on  loans  with  maturities  of  7  years  or  more  and  2V4  percent 
above  the  prime  for  loans  with  maturities  of  less  than  7  years. 

Special  Consideration 

Applicants  must,  in  appropriate  cases,  furnish  a  list  of  required  changes, 
issued  by  the  appropriate  enforcing  authority  or  other  evidence  of  economic 
injury  covered  by  the  law,  regulation  or  order. 

STRATEGIC  ARMS  ECONOMIC  INJURY  LOANS 

Purpose  and  Use  of  Proceeds 

SBA  makes  loans  to  assist,  or  to  refinance  the  existing  indebtedness  of, 
any  small  business  concern  directly  and  seriously  affected  by  significant 
reduction  in  the  scope  or  amount  of  Federal  support  for  any  project  result- 
ing from  any  international  agreement  limiting  the  development  of  strategic 
arms  or  the  installation  of  strategic  arms  or  strategic  arms  facilities,  if 
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SBA  determines  that  such  concern  is  likely  to  suffer  substantial  economic 
injury  without  such  assistance.  The  loans  may  be  used  for  working  capital 
and  to  pay  financial  obligations  which  the  applicant  would  have  been  able 
to  meet  had  he  or  she  not  lost  income  because  of  significant  reduction  of  the 
scope  or  amount  of  Federal  support  for  the  strategic  arms  project. 

Eligibility 

To  qualify  for  a  strategic  arms  loan,  an  applicant  must  be  an  eligible 
small  business  concern  as  described  in  SBA  Rules  and  Regulations,  and  also 
qualify  as  a  small  business  under  SBA  employment  or  sales  size  standards. 
SBA  requires  an  applicant's  personal  and/or  business  assets  to  be  used  to 
the  greatest  extent  feasible  without  causing  undue  hardship  and  also  that 
private  credit,  if  available  on  reasonable  terms,  be  used  before  obtaining 
SBA  assistance.  Although  there  are  no  statutory  requirements  with  respect 
to  collateral  or  security  for  such  loans,  an  applicant  must  pledge  whatever 
collateral  or  give  such  guarantees  as  he  or  she  can.  Refusal  of  an  applicant 
to  pledge  collateral  when  available  may  be  sufficient  reason  for  decline.  In  all 
instances,  reasonable  prospects  of  repayment  must  be  indicated. 

Amount,  Interest  Rate  and  Term  of  Loan 

There  is  no  statutory  dollar  limitations  on  the  amount  which  SBA  may 
lend  to  individual  applicants  under  this  program.  Agreements  by  SBA  to 
participate  in  a  loan  on  an  immediate  participation  or  on  a  guarantee  basis 
may  not  obligate  the  Agency  in  excess  of  90  percent  of  the  balance  of  the 
loan.  Only  when  bank  participation  is  not  available  will  an  application  for 
a  loan  be  considered  on  a  direct  basis. 

The  maximum  maturity,  including  renewals  and  extensions,  may  not 
exceed  30  years.  The  determination  of  the  maturity  is  based  on  the  require- 
ments of  the  applicant,  the  amount  of  economic  injury  sustained,  and  the 
ability  to  repay. 

The  interest  rate  on  direct  loans  and  SBA's  share  of  immediate  par- 
ticipation loans  may  not  exceed  a  rate  set  by  a  statutory  formula  relating 
to  trie  long-term  average  cost  of  money  to  the  government.  As  of  October  1, 
1980,  this  rate  was  set  at  914  percent.  The  maximum  rate  on  the  lending  in- 
stitution's share  of  an  immediate  participation  loan  is  1%  percent  above 
prime  for  loans  with  maturities  of  7  years  or  more  and  1V4  percent  above 
prime  for  loans  with  maturities  of  less  than  7  years. 

The  maximum  interest  rate  on  guaranteed  loans  is  2%  percent  above 
the  prime  interest  rate  on  loans  with  maturities  of  7  years  or  more  and 
214  percent  above  the  prime  for  loans  with  maturities  of  less  than  7  years. 

BASE  CLOSING  ECONOMIC  INJURY  LOANS 

Purpose  and  Use  of  Proceeds 

Base  Closing  Economic  Injury  Loans  may  be  available  to  a  small  business 
concern  if  the  concern  has  suffered,  or  will  suffer,  substantial  economic  injury 
as  a  result  of  the  closing  of  a  major  military  installation  under  the  jurisdiction 
of  the  Department  of  Defense,  or  as  a  result  of  a  severe  reduction  in  the  scope 
and  size  of  operations  at  a  major  military  installation.  These  loans  may  be  made 
to  a  concern  to  continue  business  at  its  existing  location,  reestablish  its  business, 
or  to  purchase  or  establish  a  new  business.  An  SBA  base  closing  economic  injury 
loan  may  be  used  for  working  capital  and  to  pay  financial  obligations  which  the 
concern  would  have  been  able  to  meet  if  it  had  not  lost  income  because  of  the  base 
closing  or  reduction  at  the  military  installation.  Proceeds  may  also  be  used  for 
relocating  the  business,  starting  a  new  business,  or  refinancing  existing 
indebtedness. 

Eligibility 

To  qualify  for  a  Base  Closing  Economic  Injury  Loan,  an  applicant  must 
be  an  eligible  small  business  concern  as  described  in  SBA  Rules  and  Regula- 
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tions,  and  also  qualify  as  a  small  business  under  SBA  employment  or  sales  size 
standards.  SBA  requires  that  an  applicant's  personal  and/or  business  assets  be 
used  to  the  greatest  extent  feasible  without  causing  undue  hardship  and  that 
private  credit,  if  available  on  reasonable  terms,  be  used  before  obtaining  SBA 
assistance.  Although  there  are  no  statutory  requirements  with  respect  to  col- 
lateral or  security  for  such  loans,  an  applicant  must  pledge  whatever  collateral 
or  give  such  guarantees  as  it  can.  In  all  instances,  reasonable  prospects  of  repay- 
ment must  be  indicated. 

Amount,  Interest  Rate  and  Term  of  Loan 

There  is  no  statutory  dollar  limitation  on  the  amount  which  SBA  may 
lend  to  applicants  under  this  program. 

The  maximum  maturity,  including  renewals  and  extensions,  may  not  exceed 
30  years.  The  determination  of  the  maturity  is  based  on  the  requirements  of  the 
applicant,  the  amount  of  economic  injury  sustained,  and  the  ability  to  repay. 

The  interest  rate  on  direct  loans  and  SBA's  share  of  immediate  participa- 
tion loans  may  not  exceed  a  rate  set  by  a  statutory  formula  relating  to  the  long- 
term  average  cost  of  money  to  the  government.  As  of  October  1,  1980,  this  rate 
was  set  at  §Vi  percent.  The  maximum  rate  on  the  lending  institution's  share  of 
an  immediate  participation  loan  is  1%  percent  above  prime  for  loans  with 
maturities  of  7  years  or  more  and  1*4  percent  above  prime  for  loans  with  maturi- 
ties of  less  than  7  years. 

The  maximum  interest  rate  on  guaranteed  loans  is  2%  percent  above  the 
prime  interest  rate  on  loans  with  maturities  of  7  years  or  more  and  2^4  percent 
above  the  prime  for  loans  with  maturities  of  less  than  7  years. 

EMERGENCY  ENERGY  SHORTAGE   ECONOMIC  INJURY  LOANS 

Purpose  and  Use  of  Proceeds 

Emergency  Energy  Shortage  Loans  are  available  to  assist  or  refinance  the 
existing  indebtedness  of  eligible  small  business  concerns  seriously  and  adversely 
affected  by  a  shortage  of  fuel,  electrical  energy,  or  energy-producing  resources, 
including  coal,  or  by  a  shortage  of  raw  or  processed  materials  resulting  from 
such  shortages.  Such  a  shortage  may  be  a  result  of  a  strike,  boycott  or  em- 
bargo unless  such  action  is  directly  against  the  loan  applicant.  An  SBA  emer- 
gency energy  shortage  loan  may  be  used  for  working  capital,  to  pay  financial 
obligations  which  the  concern  would  have  been  able  to  meet  if  it  had  not  suf- 
fered because  of  the  energy  shortage,  to  refinance  short  term  (and  in  some  in- 
stances long  term)  debt,  and  to  convert  its  operation  to  a  different  fuel  source. 

Eligibility 

To  qualify  for  an  Emergency  Energy  Shortage  Loan,  an  applicant  must  be 
an  eligible  small  business  concern  as  described  in  SBA  Rules  and  Regulations, 
and  also  qualify  as  a  small  business  under  SBA  employment  or  sales  size  stand- 
ards. SBA  requires  that  an  applicant's  personal  and/or  business  assets  be  used 
to  the  greatest  extent  feasible  without  causing  undue  hardship  and  that  private 
credit,  if  available  on  reasonable  terms,  be  used  before  obtaining  SBA  assistance. 
Although  there  are  no  statutory  requirements  with  respect  to  collateral  or  secu- 
rity for  such  loans,  an  applicant  must  pledge  whatever  collateral  or  give  such 
guarantees  as  it  can.  In  all  instances,  reasonable  prospects  of  repayment  must  be 
indicated. 

Amount,  Interest  Rate  and  Term  of  Loan 

There  is  no  statutory  dollar  limitation  on  the  amount  which  SBA  may  lend 
to  applicants  under  this  program.  The  maximum  maturity,  including  renewals 
and  extensions,  may  not  exceed  30  years.  The  determination  of  the  maturity  is 
based  on  the  requirements  of  the  applicant,  the  amount  of  economic  injury  sus- 
tained, and  the  ability  to  repay. 

The  interest  rate  on  direct  loans  and  SBA's  share  of  immediate  participa- 
tion loans  may  not  exceed  a  rate  set  by  a  statutory  lormula  relating  to  the  long- 
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term  average  cost  of  money  to  the  government.  As  of  October  1,  1980,  this  rate 
was  set  at  9*4  percent.  The  maximum  rate  on  the  lending  institution's  share 
of  an  immediate  participation  loan  is  1%  percent  above  prime  for  loans  with 
maturities  of  7  years  or  more  and  1*4  percent  above  prime  for  loans  with  matur- 
ities of  less  than  7  years. 

The  maximum  interest  rate  on  guaranteed  loans  is  2%  percent  above  the 
prime  interest  rate  on  loans  with  maturities  of  7  years  or  more  and  2*4  percent 
above  the  prime  for  loans  with  maturities  of  less  than  7  years. 

Special  Considerations 

The  economic  injury  must  be  attributable  to  an  energy  shortage.  The  experi- 
ence, competency,  and  ability  of  the  owners  and  operators  of  the  business  must 
indicate  that  the  business  has  been  operated  successfully  for  the  preceding  3 
years.  (Vietnam  Era  veterans  are  exempted  from  this  3  years  rule.) 

ECONOMIC  DISLOCATION  LOANS 

Purpose  and  Use  of  Proceeds 

This  loan  program  authorizes  economic  injury  assistance  to  small  concerns 
in  the  event  of  "extraordinary,  severe,  and  temporary  natural  conditions  or 
other  economic  dislocations"  if  such  economic  dislocations  or  natural  conditions 
are  of  sufficient  magnitude  that  without  economic  dislocation  loans,  a  significant 
number  of  small  businesses  in  the  impacted  area  would  become  insolvent  or  be 
unable  to  return  quickly  to  their  former  level  of  operation,  and  if  financial 
assistance  is  not  otherwise  available  on  reasonable  terms. 

Such  loans  are  to  be  made  available  to  small  concerns  suffering  substantial 
economic  injury  as  a  result  of  situations  such  as  severe  weather  when  a  physical 
disaster  declaration  lias  not  been  made  and  SBA's  economic  injury  disaster 
loan  program  is  not  available ;  examples  are  the  lack  of  snow  affecting  ski  resorts 
and  the  Mexican  currency  devaluation  which  substantially  reduced  the  pur- 
chasing power  of  Mexican  residents  at  U.S.  businesses. 

Eligibility 

To  qualify  for  Economic  Dislocation  Assistance,  an  applicant  must  be  an 
eligible  small  business  concern  as  described  in  SBA  Rules  and  Regulations,  and 
also  qualify  as  a  small  business  under  SBA  employment  or  sales  size  standards. 
The  applicant  must  also  be  located  in  an  area  or  industry  which  SBA  has 
declared  eligible  for  such  assistance  and  establish  that  he  or  she  is  or  would  be 
financially  sound  except  for  the  effects  of  the  economic  dislocation.  SBA  re- 
quires that  an  applicant's  personal  and/or  business  assets  be  used  to  the  greatest 
extent  feasible  without  causing  undue  hardship  and  that  private  credit,  if 
available  on  reasonable  terms,  be  used  before  obtaining  SBA  assistance. 
Although  there  are  no  statutory  requirements  with  respect  to  collateral  or 
security  for  such  loans,  an  applicant  must  pledge  whatever  collateral  or  give 
such  guarantees  as  it  can.  In  all  instances,  reasonable  prospects  of  repayment 
must  be  indicated. 

Amount,  Interest  Rate  and  T erm  of  Loan 

These  loans  have  a  limit  of  $100,000  and  loan  proceeds  may  not  be  used  to 
reduce  the  exposure  of  any  other  lender.  The  maximum  maturity,  including 
renewals  and  extensions,  may  not  exceed  30  years.  The  determination  of  the 
maturity  is  based  on  the  requirements  of  the  applicant,  the  amount  of  economic 
injury  sustained  and  the  ability  to  repay.  Deferral  of  payment  of  principal  and 
interest  for  1  year  is  available  on  the  borrower's  request. 

The  interest  rate  on  direct  loans  and  SBA's  share  of  immediate  participa- 
tion loans  may  not  exceed  a  rate  set  by  a  statutory  formula  relating  to  the 
long-term  average  cost  of  money  to  the  government.  As  of  October  1, 1980,  this 
rate  was  set  at  9*4  percent.  The  maximum  rate  on  the  lending  institution's 
share  of  an  immediate  participation  loan  is  1%  percent  above  prime  for  loans 
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with  maturities  of  7  years  or  more  and  1^4  percent  above  prime  for  loans  with 
maturities  of  less  than  7  years. 

The  maximum  interest  rate  on  guaranteed  loans  is  2%  percent  above  the 
prime  interest  rate  on  loans  with  maturities  of  7  years  or  more  and  2^4  per- 
cent above  the  prime  for  loans  with  maturities  of  less  than  7  years. 

HANDICAPPED  ASSISTANCE  LOANS  (HAL) 

Purpose  and  Use  of  Proceeds 

Under  this  program,  the  Small  Business  Administration  may  make  loans 
in  two  categories :  loans  to  nonprofit  organizations  (HAL-1)  and  loans  to  small 
business  concerns  owned,  or  to  be  owned,  by  handicapped  individuals 
(HAL-2). 

HAL-1  financial  assistance  is  available  to  public  or  private  nonprofit 
sheltered  workshops,  or  any  similar  organization  which  employs  handicapped 
individuals  for  not  less  than  75  percent  of  the  man-hours  required,  to  enable 
them  to  produce  and  provide  marketable  goods  and  services.  HAL-2  financial 
assistance  is  available  for  the  establishment,  acquisition,  or  operation  of  a  small 
business  concern  100  percent  owned  by  handicapped  persons. 

Eligibility 

In  order  to  be  eligible  to  apply  for  a  HAL-1,  the  nonprofit  organization 
must  submit  certification  that  it  is  organized  under  the  laws  of  the  State,  or  of 
the  United  States,  as  a  nonprofit  organization  operating  in  the  interests  of 
handicapped  individuals. 

To  qualify  for  a  HAL-2  loan,  an  applicant  must  be  an  eligible  small  busi- 
ness concern  as  described  in  SBA  Rules  and  Regulations,  and  also  qualify  as  a 
small  business  under  SBA  employment  or  sales  size  standards.  Applicant's  per- 
sonal and/or  business  assets  are  to  be  used  to  the  greatest  extent  feasible  without 
causing  undue  hardship.  In  the  case  of  HAL-1  and  HAL-2,  private  credit,  if 
available  on  reasonable  terms,  must  be  used  before  obtaining  SBA  assistance. 
Although  there  are  no  statutory  requirements  with  respect  to  collateral  or 
security  for  such  loans,  an  applicant  must  pledge  whatever  collateral  or  give 
such  guarantees  as  it  can.  All  HAL  loans  must  be  of  such  sound  value  or  so 
secured  as  to  reasonably  assure  repayment.  Reasonable  prospects  of  repayment 
must  be  indicated ;  however,  the  Small  Business  Act  requires  that  any  reason- 
able doubt  be  resolved  in  favor  of  the  applicant. 

Amount,  Interest  Rate  and  Term  of  Loan 

The  maximum  term  of  a  handicapped  assistance  loan  is  15  years.  SBA  may 
guarantee  up  to  90  percent,  not  to  exceed  $350,000,  of  a  loan  made  by  a  private 
lending  institution.  Direct  loans  from  SBA  may  be  up  to  $350,000  but  are  admin- 
istratively limited  to  $100,000,  except  in  unusual  circumstances.  SBA's  share  of 
an  immediate  participation  loan  is  limited  administratively  to  $150,000.  The 
interest  rates  on  SBA's  share  of  immediate  participation  or  direct  loans  is  set 
by  statute  at  3  percent  per  year.  The  maximum  rate  on  the  lending  institution's 
share  of  an  immediate  participation  loan  is  1%  percent  above  prime  for  loans 
with  maturities  of  7  years  or  more  and  iy4  percent  above  prime  for  loans  with 
maturities  of  less  than  7  years. 

The  maximum  interest  rate  on  guaranteed  loans  is  2%  percent  above  the 
prime  interest  rate  on  loans  with  maturities  of  7  years  or  more  and  2V4  percent 
above  the  prime  for  loans  with  maturities  of  less  than  7  years. 

WATER  POLLUTION  CONTROL  LOANS 

Purpose  and  Use  of  Proceeds 

SBA  may  make  loans  to  any  small  business  concern  that  must  effect 
changes  in  its  equipment,  facilities,  or  methods  of  operation  in  order  to  meet 
requirements  imposed  by  the  Federal  Water  Pollution  Control  Act,  if  SBA 


159 


determines  that  such  a  concern  is  likely  to  suffer  substantial  economic  in- 
jury without  a  loan. 

Eligibility 

To  qualify  for  a  Water  Pollution  Control  Loan,  an  applicant  must  be 
an  eligible  small  business  concern  as  described  in  SBA  Rules  and  Regula- 
tions, and  also  qualify  as  a  small  business  under  SBA  employment  or  sales 
size  standards.  SBA  requires  that  an  applicant's  personal  and/or  business 
assets  be  used  to  the  greatest  extent  feasible  without  causing  undue  hardship 
and  that  private  credit,  if  available  on  reasonable  terms,  be  used  before 
obtaining  SBA  assistance.  Although  there  are  no  statutory  requirements 
with  respect  to  collateral  or  security  for  such  loans,  an  applicant  must 
pledge  whatever  collateral  or  give  such  guarantees  as  it  can.  In  all  instances, 
reasonable  prospects  of  repayment  must  be  indicated. 

Amount,  Interest  Rate  and  Term  of  Loan 

There  is  no  statutory  dollar  limitation  on  the  amount  which  SBA  may 
lend  to  individual  applicants  under  this  program. 

The  maximum  maturity,  including  renewals  and  extensions,  may  not 
exceed  30  years.  The  determination  of  the  maturity  is  based  on  the  require- 
ments of  the  applicant,  the  amount  of  economic  injury  sustained,  and  the 
ability  to  repay. 

The  interest  rate  on  direct  loans  and  SBA's  share  of  immediate  par- 
ticipation loans  may  not  exceed  a  rate  set  by  a  statutory  formula  relating  to 
the  long-term  average  cost  of  money  to  the  government.  As  of  October  1, 
1980,  this  rate  was  set  at  9y4  percent.  The  maximum  rate  on  the  lending 
institution's  share  of  an  immediate  participation  loan  is  1%  percent  above 
prime  for  loans  with  maturities  of  7  years  or  more  and  1*4  percent  above 
prime  for  loans  with  maturities  of  less  than  7  years. 

The  maximum  interest  rate  on  guaranteed  loans  is  2%  percent  above  the 
prime  interest  rate  on  loans  with  maturities  of  7  years  or  more  and  2V4  per- 
cent above  the  prime  for  loans  with  maturities  of  less  than  7  years. 

SOLAR  AND  OTHER  ENERGY  CONSERVATION  LOANS 

Public  Law  95-315,  July  4, 1978,  established  a  new  loan  program  to  provide 
financial  assistance  to  small  business  concerns  involved  in  the  design,  manu- 
facture, distribution,  marketing,  installation  or  servicing  of  solar  energy  or 
other  energy  conservation  equipment. 

Purpose  and  Use  of  Proceeds 

SBA  solar  and  energy  conservation  loans  may  be  used  to  assist  a  small 
business  concern  in  financing  plant  construction,  conversion,  expansion  (includ- 
ing acquisition  of  land  for  such  a  plant),  or  start-up,  and  the  acquisition  of 
equipment,  facilities,  machinery,  supplies  or  materials  to  enable  such  concern 
to  design  architecturally  or  engineer,  manufacture,  distribute,  market,  install, 
or  service  eligible  energy  conservation  measures.  Loan  proceeds  may  also  be 
used  for  working  capital. 

Eligibility 

Only  those  energy  measures  listed  below  are  eligible  for  assistance  under 
this  program. 

1.  Solar  thermal  energy  equipment  which  is  either  of  the  active  type 
based  upon  mechanically  forced  energy  transfer,  or  of  the  passive  type  based  on 
convective,  conductive,  or  radiant  energy  transfer,  or  some  combination  of  these 
types. 

2.  Photovoltaic  cells  and  related  equipment  (for  example,  photovoltaic 
powered  solar  irrigation  pumps). 

3.  A  product  or  service,  the  primary  purpose  of  which  is  conservation  of 
energy  through  devices  or  techniques  which  can  be  demonstrated  to  increase  the 
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energy  efficiency  of  existing  equipment,  methods  of  operation,  or  systems  which 
use  fossil  fuels,  and  which  is  on  the  Energy  Conservation  Measures  List  of  the 
Secretary  of  Energy,  or  which  the  Administrator  determines  to  be  consistent 
with  the  intent  of  this  program.  In  most  cases  the  applicant  must  furnish 
written  evidence  satisfactory  to  SB  A  demonstrating  projected  or  actual 
energy  savings. 

4.  Equipment — the  primary  purpose  of  which  is  production  of  energy 
from  wood,  biological  waste,  grain  or  other  biomass  source  of  energy  (for 
example,  equipment  used  to  convert  wood  or  waste  products  into  methanol- 
wood  alcohol  and  equipment  used  to  ferment  ethanol-grain  alcohol  from  agri- 
cultural products). 

5.  Equipment — the  primary  purpose  of  which  is  industrial  cogeneration 
of  energy  (for  example,  using  thermal  energy  to  produce  power  and  using  the 
rejected  heat  in  a  thermal  process),  district  heating  (for  example,  using  one 
boiler  to  heat  several  buildings),  or  production  of  energy  from  industrial  waste 
(for  example,  burning  waste  products  to  produce  energy) . 

6.  Hydroelectric  power  equipment  (for  example,  using  water  driven 
turbines  to  produce  electricity) . 

7.  Wind  energy  conversion  equipment  (for  example,  using  windmills  to 
produce  electricity). 

8.  Engineering,  architectural,  consulting,  or  other  professional  services 
which  are  necessary  or  appropriate  to  aid  citizens  in  using  any  of  the  measures 
described  in  items  1  through  7  above  (for  example,  a  firm  which  specializes  in 
providing  expert  advice  to  others  on  increasing  the  energy  efficiency  of  existing 
facilities) . 

An  energy  conservation  loan  will  not  be  made  unless  the  financial  assist- 
ance sought  is  unavailable  on  reasonable  terms  from  non-Federal  sources.  The 
loan  must  be  of  such  sound  value  or  so  secured  as  reasonably  to  assure  repay- 
ment; however,  SB  A  is  directed  to  recognize  that  greater  risks  may  be  associ- 
ated with  loans  made  to  business  concerns  in  this  field. 

If  an  applicant  is  unable  to  obtain  financing  on  reasonable  terms  from  a 
private  lender  and  if  an  SBA  guaranteed  loan  is  unavailable,  SBA  will  then 
consider  advancing  funds  on  an  immediate  participation  basis.  SBA  will  con- 
sider making  a  direct  loan  only  when  the  above  mentioned  forms  of  financing 
are  not  obtainable,  and  funds  are  available  for  direct  lending. 

An  applicant  must  be  an  eligible  small  business  concern  as  described  in 
SBA  Rules  and  Regulations,  and  also  meet  employment  or  sales  standards  (size 
standards)  developed  by  the  Agency. 

Amount,  Interest  Rates  and  Term  of  Loans 

(a)  Direct  and  Immediate  Participation  Loans 

SBA  can  make  a  direct  loan  up  to  $350,000  if  funds  are  available.  In  imme- 
diate participation  loans,  the  SBA  and  the  private  lending  institution  each  put 
up  part  of  the  funds. 

The  interest  rate  on  direct  loans  and  SBA's  share  of  immediate  participa- 
tion loans  may  not  exceed  a  rate  set  by  a  statutory  formula  relating  to  the  long- 
term  average  cost  of  money  to  the  government.  As  of  October  1,  1980,  this  rate 
was  set  at  914  percent.  The  maximum  rate  on  the  lending  institution's  share 
of  an  immediate  participation  loan  is  1%  percent  above  prime  for  loans  with 
maturities  of  7  years  or  more  and  l1/^  percent  above  prime  for  loans  with  ma- 
turities of  less  than  7  years. 

(b)  Guaranteed  Loans 

SBA  may  guarantee  up  to  90  percent  or  $500,000,  whichever  is  less,  of  a 
bank  loan  to  a  small  firm. 

The  maximum  interest  rate  on  guaranteed  loans  is  2%  percent  above  the 
prime  interest  rate  on  loans  with  maturities  of  7  years  or  more  and  2^4  percent 
above  the  prime  for  loans  with  maturities  of  less  than  7  years. 
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SBA  energy  conservation  loans  may  have  a  maximum  maturity  of  fifteen 
(15)  years. 

Special  Considerations 

This  program  requires  SBA  to  report  projected  and  actual  energy  savings, 
and  number  of  jobs  created  by  recipients.  Applicants  and  borrowers  will,  there- 
fore, be  required  to  supply  such  information. 

Generally,  funds  cannot  be  used  for  research  and  development,  which 
should  be  completed  before  the  loan  application.  Where,  however,  development 
of  a  product  or  service  may  be  completed  under  a  business  plan  that  provides 
reasonable  assurance  of  repayment,  or  where  the  further  development  of  a 
product  or  service  already  on  the  market  is  involved,  a  portion  of  the  loan  pro- 
ceeds not  to  exceed  30  percent  may  be  used  for  such  purposes. 

POLLUTION  CONTROL  GUARANTEES  THROUGH  FEDERAL  TAX-EXEMPT  BOND 

FINANCING 

Purposes  and  Use  of  Proceeds 

The  Small  Business  Administration,  in  cooperation  with  commercial  banks 
and  State  agencies,  helps  small  businesses  obtain  long  term  (up  to  30  years) 
and  low  interest  rate  financing  for  required  pollution  control  facilities.  SBA 
is  authorized  to  issue  an  unqualified  guarantee  of  100  percent  of  the  payments 
of  rentals  or  other  amounts  due  under  qualified  contracts  with  respect  to  the 
planning,  design,  financing,  or  installation  of  pollution  control  facilities. 

Small  businesses,  because  of  their  generally  limited  credit  history  and  the 
smaller  size  of  their  financing  requirements,  are  often  unable  to  obtain  long 
term,  low  interest  rate  financing  through  revenue  bonds.  The  high  costs  ana 
nonproductive  nature  of  required  pollution  control  facilities  are  often  more  than 
small  businesses  can  be  expected  to  handle.  SBA,  commercial  banks  and  State 
authorities  make  long-term,  low  interest  financing  available  to  well  established 
larger  small  businesses  in  much  the  same  manner  the  corporate  giants  obtain 
financing  for  pollution  facilities :  through  sale  of  tax-exempt,  pollution  control 
revenue  bonds  issued  by  a  State  or  municipal  authority.  This  is  made  possible 
through  SBA's  guarantee  of  the  small  concern's  obligation. 

Pollution  control  financing  for  several  small  businesses  located  in  the  same 
State  would  be  combined  into  a  single  tax-exempt  bond  issue.  SBA  would  then 
provide  a  guarantee  of  the  payments  of  each  small  business  on  the  underlying 
contracts.  In  those  cases  where  revenue  bond  financing  is  uneconomic  (i.e.,  for 
small  amounts)  or  when  the  project  may  not  qualify  for  tax  exemption,  financ- 
ing may  be  available  under  other  SBA  programs. 

Eligibility 

Any  small  business  which  is  or  is  likely  to  be  at  an  operational  or  financing 
disadvantage  with  other  business  concerns  with  respect  to  the  planning,  design, 
or  installation  of  pollution  control  facilities  or  the  obtaining  of  financing  for 
such  facilities  would  be  eligible. 

The  applicant  must  be  able  to  demonstrate : 

That  it  is  a  small  business  under  SBA  employment  or  sales  size 

standards, 

That  it  has  a  pollution  problem  or  is  in  the  business  of  pollution 
abatement  (including  solid  and  liquid  waste  removal  concerns), 

That  it  is  at  an  operational  or  financing  disadvantage  with  other 
businesses, 

That  it  has  been  in  business  at  least  5  years  and  has  a  history  of  profit- 
able operations  in  any  3  of  the  last  5  years,  or  the  equivalent  of  such  a 
history, 

That  the  facility  to  be  financed  will  help  prevent,  reduce,  abate,  or 
control  pollution  or  contamination,  and 

That  the  aggregate  amount  to  be  financed  does  not  exceed  $5  million 
in  principal  amount. 


162 


The  SBA,  the  State  authority  which  issues  the  bonds,  and  the  small  busi- 
ness concerns  are  assisted  by  commercial  banks  or  other  institutions  which  act 
as  "sponsors"  of  small  businesses'  applications  for  assistance.  The  sponsor  helps 
the  small  business  concern  (usually  the  sponsor's  customer)  prepare  an  applica- 
tion for  a  guarantee  and  makes  a  recommendation  to  the  SBA  as  to  the  small 
business'  creditworthiness. 

A  mount  and  Program  Cost 

There  are  no  statutory  limits  on  the  amount  SBA  can  guarantee  for  any  one 
small  business  concern.  However,  it  is  recognized  that  there  is  substantial  risk 
involved  in  guaranteeing  100  percent  of  the  payments  in  long  term  financing  if 
the  equipment  or  machinery  involved  is  a  nonincome  productive  asset. 

SBA's  guarantee  is  for  the  full  term  of  the  contract  and  is  backed  by  the  full 
faith  and  credit  of  the  United  States.  The  guarantee  fee  is  31/2  percent  of  the 
aggregate  amount  guaranteed  and  is  payable  to  SBA  upon  issuance  of  its  guar- 
antee. Additionally,  an  application  and  processing  fee  is  charged. 

MORATORIUMS  ON  SBA  LOANS 

In  the  absence  of  specific  statutory  provisions  indicating  contrary  intent, 
provisions  of  the  Small  Business  Act  permit  SBA  to  assume  or  suspend  for  a 
period  of  not  in  excess  of  5  years  a  small  business  concern's  obligation  to  make 
the  required  payments  under  an  SBA  loan,  providing  that  without  an  assump- 
tion or  suspension  the  small  business  would  become  or  remain  insolvent  and  that 
with  the  assumption  or  suspension  the  small  business  would  become  or  remain 
a  viable  small  business  entity.  The  small  business  would  be  required  to  agree  with 
SBA  as  to  repaying  the  amounts  that  became  due  during  the  period  of  the 
moratorium  and  SBA  would  be  authorized  to  extend  the  maturity  date  of  the 
loan  for  a  period  to  coincide  with  the  moratorium.  SBA  is  authorized  to  require 
the  borrower  to  take  such  action  as  is  appropriate  to  assure  that  the  rights  and 
interests  of  the  lender  will  be  safeguarded. 

SMALL  BUSINESS  INVESTMENT  COMPANIES  (SBIC'S) 

The  SBA  helps  finance  small  firms  through  privately  owned  small  business 
investment  companies.  SBIC's  are  SBA-licensed  companies  which  supply 
equity  capital  and  long-term  loan  financing  to  small  firms  for  expansion,  mod- 
ernization, and  sound  financing  of  their  operations.  They  may  also  provide 
management  assistance.  SBIC's  must  operate  within  SBA  regulations  but  their 
transactions  with  small  companies  are  private  arrangements  and  have  no  con- 
nection with  SBA. 

SBIC's  invest  in  practically  all  types  of  manufacturing  and  service  indus- 
tries, and  in  a  wide  variety  of  other  types  of  businesses,  including  construction, 
retailing,  and  wholesaling.  Many  seek  out  small  businesses  offering  new  products 
or  services  because  they  believe  these  firms  have  unusual  growth  potential. 

SBIC  Financing  and  Its  Cost 

An  SBIC  finances  small  firms  in  two  general  ways — by  straight  loans  and 
by  venture  capital  or  equity-type  investments.  In  some  cases,  these  investments 
give  the  SBIC  actual  or  potential  ownership  of  a  minority  of  a  small  business' 
stock.  However,  SBIC's  are  generally  prohibited  from  taking  a  control  position 
in  a  small  concern.  Generally,  financings  may  not  exceed  20  years  and  must  be 
for  at  least  5  years,  except  that  a  borrower  may  elect  to  have  a  prepayment  clause 
included  in  the  financing  agreement. 
Equity -Type  Investments 

A  major  incentive  for  SBIC's  to  risk  their  capital  in  small  businesses  is  the 
chance  to  share  in  the  profits  if  the  businesses  grow  and  prosper.  Three  types  of 
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investments  are  commonly  used  by  the  SBIC's  to  give  them  an  opportunity  to 
participate  in  this  growth : 

Loans  with  Warrants. — In  return  for  a  loan,  the  small  business  issues 
warrants  enabling  the  SBIC  to  purchase  common  stock  in  the  company, 
usually  at  a  favorable  price,  during  a  specified  period  of  time. 

Convertible  Debentures. — The  SBIC  lends  the  small  business  money 
and  in  return  receives  a  convertible  debenture.  The  SBIC  then  can  either 
accept  repayment  of  the  loan  or  can  convert  the  debenture  into  an  equiva- 
lent amount  of  common  stock  of  the  small  business. 

Stock. — The  SBIC  purchases  common  or  preferred  stock  from  the 
small  business. 

Straight  Loans 

While  most  SBIC's  want  an  opportunity  to  share  in  the  growth  and  poten- 
tial profits  of  the  small  companies  they  finance,  some  will  make  loans  which 
involve  no  equity  features.  The  small  business  which  obtains  a  straight  loan 
usually  will  be  required  to  provide  security.  This  security  may  take  the  form  of 
a  second  mortgage,  a  personal  guarantee  or  some  other  type  of  collateral  which 
may  not  be  acceptable  to  banks  or  other  conventional  lending  institutions. 

The  interest  rate  on  a  loan  is  determined  by  negotiation  between  the  SBIC 
and  the  small  business,  but  is  subject  to  a  regulatory  maximum  which  fluctuates 
with  the  rate  charged  by  the  Federal  Financing  Bank  (FFB)  to  which  SBIC's 
sell  their  SBA-guaranteed  debentures.  This  maximum  is  7  percent  above  FFB's 
periodically  published  "cost  of  money"  rate,  rounded  to  the  next  lower  one- 
eighth  of  1  percent.  Effective  January  22, 1981,  the  FFB  rate  was  12.765  percent. 
Accordingly,  the  maximum  allowable  rate  on  an  SBIC  loan  at  that  time  would 
be  193/4  percent.  The  maximum  allowable  rate  may  also  be  subject  to  State  limits- 
Collateral  requirements,  terms  of  repayment,  and  other  parts  of  the  loan  agree- 
ment also  are  determined  by  negotiation,  within  the  boundaries  of  the 
regulations. 

An  SBIC  may  invest  up  to  20  percent  of  its  private  paid-in  capital  in  a 
single  business.  For  the  smallest  SBIC,  the  maximum  loan  or  investment  is 
$30,000 ;  for  the  largest,  it  is  several  million  dollars.  In  any  event,  several  SBIC's 
may  participate  in  financing  the  same  small  business  and  thereby  increase  the 
maximum  investment. 

An  SBIC  often  will  invest  a  negotiated  amount  in  a  small  business  and 
agree  to  advance  additional  funds  after  a  specified  period  of  time  or  after  th~ 
small  company  has  achieved  prestated  goals. 

MINORITY  ENTERPRISE  SMALL  BUSINESS  INVESTMENT  COMPANIES 

Minority  Enterprise  Small  Business  Investment  Companies  (MESBIC's) 
are  SBIC's  which  specialize  in  providing  equity  funds,  long-term  loans,  and 
management  assistance  to  small  business  concerns  owned  by  socially  or  econom- 
ically disadvantaged  persons.  MESBIC's  are  governed  by  the  same  regulations, 
with  some  modifications,  providing  a  program  that  is  specially  responsive  to 
the  needs  of  the  disadvantaged  business  community. 

The  MESBIC  agrees  to  make  investments  solely  in  small  business  concerns 
which  will  contribute  to  a  well-balanced  national  economy  by  facilitating  own- 
ership in  such  concerns  by  persons  whose  participation  in  the  free  enterprise 
system  is  hampered  because  of  social  or  economic  disadvantages. 

On  loans  to  small  concerns,  the  maximum  rate  of  interest  a  MESBIC  may 
charge  fluctuates  with  the  FFB  "cost  of  money"  rate  in  the  same  way  as  the 
maximum  allowable  rate  for  SBIC  loans.  There  are  regulatory  restrictions 
concerning  the  qualifications  of  businesses  which  a  MESBIC  may  finance. 

STATE  DEVELOPMENT  COMPANIES 

Purposes  and  Use  of  Proceeds 

A  State  Development  Company  is  a  corporation  organized  by  a  special  Act 
of  the  State  Legislature,  to  operate  st  atewide  to  assist  the  growth  and  develop- 
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ment  of  business  concerns,  including  small  businesses  in  its  area.  SBA  makes 
loans  to  State  Development  Companies  to  supply  long-term  loans  and  equity 
capital  to  small  business  concerns. 

Eligibility 

The  corporation  must  be  organized  under  or  pursuant  to  a  special  Act  of 
the  State  Legislature,  with  authority  to  operate  statewide  and  to  assist  the 
growth  and  development  of  business  concerns,  including  small  businesses,  in 
its  area. 

To  receive  State  Development  Company  assistance,  small  businesses  must 
meet  the  same  eligibility  requirements  they  would  have  to  meet  to  secure  a 
loan  from  the  Small  Business  Administration  itself.  Security  for  SBA's  loan 
is  to  be  on  an  equal  basis  with  that  for  borrowings  by  the  development  company 
from  other  sources. 

A  mount,  Interest  Rate  and  Term  of  Loan 

A  State  Development  Company  may  borrow  from  SBA  no  more  than  its 
total  outstanding  borrowings  from  all  other  sources  (usually  insurance  com- 
panies and  financial  institutions)  for  up  to  20  years. 

The  rate  of  interest  on  SBA  loans  to  State  development  companies  is  estab- 
lished annually  at  the  beginning  of  each  fiscal  year  by  the  Administrator.  As  of 
October  1, 1980,  this  rate  was  set  at  9^4  percent. 

LOCAL  DEVELOPMENT  COMPANIES 

Purposes  and  Use  of  Proceeds 

This  program  works  through  a  profit  or  nonprofit  corporation  formed  by 
local  citizens  whose  primary  purpose  is  to  improve  their  community's  economy. 
They  assist  in  the  planned  economic  growth  of  the  community  by  promoting  and 
assisting  the  development  of  small  business  concerns  in  the  area. 

SBA  is  authorized  to  make  loans  to  development  companies  for  proj- 
ects to  help  a  development  company  acquire  land  and  construct  a  new  plant,  pur- 
chase necessary  machinery  and  equipment,  or  acquire,  expand  or  convert  an 
existing  plant,  for  the  benefit  of  specific  identifiable  small  businesses.  SBA  may 
lend  up  to  $500,000  for  each  business  that  is  to  be  assisted. 

The  project  can  consist  of  multiple  local  development  company  loans,  such 
as  in  Neighborhood  Business  Revitalization.  However,  SBA  funds  may  be  used 
only  for  developing  spaces  which  will  be  occupied  by  identifiable  eligible  small 
businesses.  Applications  for  SBA  loans  must  clearly  identify  the  spaces  for 
whose  development  the  SBA  funds  will  be  used. 

Loan  applications  are  accepted  only  after  demonstration  that  the  proceeds 
will  be  used  for  plant  acquisition,  construction,  conversion,  expansion,  or  for 
land  acquisition,  and  that  the  facility  will  be  for  the  benefit  of  an  identifiable 
small  business  concern. 

These  loans  may  not  be  used  for  working  capital  or  for  debt  repayment, 
except  interim  debt  incurred  for  construction  of  the  project  involved. 

Income  received  by  the  development  company  through  its  assistance  to  the 
small  concerns  must  be  no  greater  than  necessary  to  repay  the  SBA/bank  loans 
with  interest ;  to  pay  taxes  and  maintenance  charges ;  to  recover  administrative 
costs  and  provide  a  reasonable  reserve  for  contingencies;  and  to  recover  the 
development  company's  own  capital  and  expenditures  with  a  reasonable  return 
thereon. 

Eligibility 

The  SBA  may  make  loans  to  a  local  development  company  of  either  a  profit 
or  nonprofit  type,  provided  the  company  has  as  its  principal  purpose  the  fur- 
therance of  economic  development  (statewide  for  State  development  companies, 
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and  in  a  specific  area  for  local  companies) ,  and  provided  the  company  is  author- 
ized to  assist  in  the  growth  and  development  of  small  business. 

SBA  requires  that  the  ownership  of  a  local  development  company  be  held 
by  at  least  25  individuals  of  whom  75  percent  reside  or  do  business  in  the  speci- 
fied area  of  operations,  since  the  organization  should  be  a  community  under- 
taking. No  more  than  25  percent  of  the  control  of  the  development  company  may 
be  held  by  (1)  a  single  individual  or  affiliates  if  he  or  she  and  the  affiliates  have 
a  financial  interest  in  the  project  to  be  developed  (as  for  example,  the  contractor 
who  will  construct  the  buildings)  or  (2)  by  the  holder  of  any  interest  in  the 
small  business  being  assisted. 

The  small  business  to  be  aided  must  be  an  identifiable  concern  and  the  loan 
must  be  for  a  sound  business  purpose.  The  small  business  to  be  assisted  generally 
must  meet  the  criteria  for  SBA  assistance  established  in  SBA's  Rules  and 
Regulations. 

A  local  development  company  loan  may  not  be  made  by  SBA  if  the  funds 
the  development  company  requests  are  available  from  banks  or  other  private 
lenders.  In  applying  for  a  loan,  the  development  company  must  produce  certi- 
fied evidence  that  the  requested  funds  are  not  available  from  such  sources. 

To  the  extent  that  other  sources  such  as  banks  do  have  funds  available,  they 
may,  and  frequently  do,  participate  with  SBA  in  helping  development  compa- 
nies finance  projects. 

A  development  company  itself  generally  is  required  to  provide  from  non- 
Federal  sources  at  least  10  percent  of  the  cost  of  a  project,  and  in  any  event  not 
less  than  the  amount  by  which  the  project  cost  exceeds  the  appraised  market 
value.  The  development  company  should  be  prepared  to  use  these  funds  before 
using  any  proceeds  of  the  SBA  loan. 

All  local  development  company  loans  must  be  so  secured  as  reasonably  to 
assure  repayment.  The  SBA  must  be  satisfied  that  all  property  and  rights  avail- 
able as  collateral  security  for  a  loan  are  of  such  character  and  value  as  reason- 
ably to  secure  the  loan. 

Amount,  Interest  Rate  and  Term  of  Loan 

A  local  development  company  may  borrow  a  maximum  of  $500,000  from 
SBA  for  each  identifiable  small  business  to  be  assisted  for  up  to  25  years  plus 
construction  time.  A  bank  loan  may  be  guaranteed  by  SBA  up  to  90  percent  of 
the  loan  or  $500,000,  whichever  is  less. 

The  SBA  participates  with  banks,  insurance  companies,  pension  fund 
groups,  State  authorities,  commissions  and  others,  when  making  loans  to  devel- 
opment companies. 

The  interest  rate  on  direct  loans  and  SBA's  share  of  immediate  participa- 
tion loans  may  not  exceed  a  rate  set  by  a  statutory  formula  relating  to  the  long- 
term  average  cost  of  money  to  the  government.  As  of  October  1,  1980,  this  rate 
was  set  at  91/4  percent.  The  maximum  rate  on  the  lending  institution's  share 
of  an  immediate  participation  loan  is  1%  percent  above  prime  for  loans  with 
maturities  of  7  years  or  more  and  1*4  percent  above  prime  for  loans  with 
maturities  of  less  than  7  years. 

The  maximum  interest  rate  on  guaranteed  loans  is  2%  percent  above  the 
prime  interest  rate  on  loans  with  maturities  of  7  years  or  more  and  2^  percent 
above  the  prime  for  loans  with  maturities  of  less  than  7  years. 

DEVELOPMENT  COMPANY  DEBENTURES 

Purpose  and  Use  of  Proceeds 

Public  Law  96-302  authorizes  SBA  to  guarantee  100  percent  of  all  prin- 
cipal and  interest  as  scheduled  on  any  debenture  issued  by  a  qualified  State  or 
local  development  company.  The  proceeds  of  these  debenture  sales  are  used 
to  assist  small  businesses  in  financing  plant  acquisition,  construction,  conver- 
sion, or  expansion,  including  the  acquisition  of  land.  Proceeds  may  not  be  used 
for  working  capital  purposes. 
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Income  received  by  the  development  company  through  its  assistance  to 
small  businesses  cannot  exceed  that  necessary  to  repay  with  interest  the  deben- 
tures it  issues,  to  pay  taxes  and  insurance,  and  to  recover  administrative  costs. 
Eligibility 

To  qualify  for  this  program,  a  development  company  must  have : 

(1)  A  full-time  professional  star!'  with  capability  to  package,  process, 
close,  and  service  its  loans ; 

(2)  Professional  management  ability,  including  adequate  accounting, 
legal  and  business-servicing  abilities.  Business-servicing  ability  means  the 
ability  to  provide  management  advice  and  services  to  small  business  con- 
cerns. Such  capabilities  may  be  drawn  from  the  staff,  the  'board  or  member- 
ship of  the  development  company  or  acquired  on  a  contractual  basis,  from 
qualified  individuals  or  organizations  who  reside  or  do  business  in  the  devel- 
opment company's  defined  area  of  operation,  subject  to  SBA  approval ;  and 

(3)  A  board  of  directors,  or  membership,  which  meets  on  a  regular 
basis  to  make  management  decisions  for  the  company  including  decisions 
relating  to  the  making  and  servicing  of  loans  by  such  company.  It  must  have 
at  least  five  directors  who  meet  at  least  once  in  every  other  month  and  must 
be  representative  of  the  region  or  community  served. 

The  development  company  must  have  at  least  25  members  or  stockholders. 
A  local  development  company  must  have  a  defined  area  of  operation  less  than 
statewide. 

A  State  development  company  is  a  corporation  organized  under  or  pur- 
suant to  a  special  legislative  act  to  operate  on  a  statewide  basis.  The  capital  for 
a  statewide  development  company  must  be  derived  from  corporate  holders  or 
corporate  members,  each  of  whom  may  not  have  more  than  10  percent  of  the 
voting  control  of  the  State  development  company. 

A  development  compan}^  will  ordinarily  be  required  to  inject  into  the 
project  to  be  financed  an  amount  equal  to  10  percent  of  the  funds  necessary  to 
complete  a  given  project.  The  10-percent  injection  may  come  from  any  source, 
including  the  project  concern. 
A  mount j  Interest  Rate  and  Terms  of  Financing 

Development  company  debentures  are  issued  for  the  purpose  of  assisting 
identifiable  small  businesses,  and  SBA  must  approve  each  loan  to  be  made 
from  debenture  proceeds.  The  maximum  allowable  loan  amount  outstanding 
to  any  small  business  from  the  proceeds  of  development  company  debentures 
is  $500,000.  The  maximum  amount  of  any  loan  is  further  limited  to  50  percent 
of  the  total  cost  of  the  project  for  which  the  loan  proceeds  are  intended. 

A  development  company  that  has  demonstrated  management  ability,  ade- 
quate financial  capacity,  and  has  shown  an.  active  use  of  this  program  may, 
with  SBA  Central  Office  prior  approval,  be  allowed  to  have  multiple  loans 
from  each  debenture. 

The  amount  of  a  development  company  debenture  cannot  exceed  the 
amount  of  the  loan  or  loans  to  be  made  from  the  proceeds  of  its  sale  and  asso- 
ciated administrative  costs. 

The  maximum  maturity  of  a  development  company  debenture  is  25  years. 
The  interest  rate  on  such  a  debenture  is  that  charged  by  the  Federal  Financing 
Bank  (FFB)  to  which  the  company  sells  its  SBA-guaranteed  debentures.  This 
rate  fluctuates  and  is  based  on  the  current  average  market  yield  on  outstanding 
marketable  U.S.  obligations  with  comparable  maturities.  In  January  1981,  this 
rate  was  approximately  123/4  percent. 

The  interest  rate  on  development  company  loans  is  usually  one-halt  percent 
above  that  of  the  debenture  which  finances  them,  although  the  rate  can  be  set 
up  to  2  percent  above  the  debenture  rate  when  specially  justified  and  approved 

by  SBA.  ,      ,  „  „ 

The  development  company  may  also  charge  a  one-time  processing  tee  of  up 

to  one-half  percent  payable  at  loan  closing. 
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SURETY  BOND  GUARANTEES  PROGRAM 

Small  business  contractors  and  subcontractors  who  seek  public  (and  some 
private)  construction  jobs  are  often  required  to  furnish  surety  bonds.  SBA 
can  assist  such  contractors  by  extending  a  guarantee  to  a  surety  of  up  to  90 
percent  against  loss  in  order  to  make  bonding  more  easily  obtainable.  Bid  bonds 
as  well  as  payment  and/or  performance  bonds  may  be  guaranteed  on  contracts 
of  up  to  $1,000,000.  SBA  may  also  pay  a  surety  up  to  10  percent  of  the  value  of 
the  contract  in  order  to  prevent  a  breach  of  that  contract  when  such  a  breach  is 
imminent. 

The  surety  company  pays  SBA  a  guarantee  fee  of  20  percent  of  its  bond 
premium. 

The  small  business  contractor  or  subcontractor  pays  SBA  a  guarantee  fee 
of  0.2  percent  of  the  contract  price  upon  obtaining  it.  In  the  case  of  a  bond  for 
less  than  100  percent  of  the  contract  price,  the  fee  is  0.2  percent  of  the  contract 
price  or  20  percent  of  the  bond  premium,  whichever  is  less.  This  is  in  addition 
to  a  $10  application  fee  which  is  paid  by  the  small  business  contractor  or  sub- 
contractor. 

All  general,  special  trade  (such  as  electrical,  plumbing,  heating,  etc.)  and 
service  contractors  whose  gross  annual  receipts  do  not  exceed  $3,500,000  are 
eligible. 

Surety  companies  eligible  to  receive  SBA's  guarantee  must  be  included  on 
the  U.S.  Treasury  Department's  list  of  qualified  sureties. 

On  December  24,  1980,  SBA  proposed  revisions  in  the  surety  bond  guar- 
antee program.  These  include  elimination  of  the  $10  application  fee  and  increas- 
ing the  guarantee  fee  paid  by  successful  contract  bidders  to  0.5  percent  of  the 
contract  price.  Also,  the  agency  has  proposed  a  revision  of  its  "size  standards" 
which  would  base  the  determination  of  what  is  an  eligible  small  contractor  on 
the  number  of  its  employees  rather  than  on  its  gross  receipts.  As  of  this  print- 
ing, neither  of  these  proposed  revisions  has  been  finalized. 

REAL  ESTATE  LEASE  GUARANTEE  PROGRAM 

Upon  the  recommendation  of  the  Administration  with  supporting  testi- 
mony from  GAO,  both  the  Senate  and  the  House  concurred  in  terminating 
further  funding  of  this  program,  as  of  September  30, 1976. 

PROCUREMENT  AND  TECHNICAL  ASSISTANCE 

The  purpose  of  the  Small  Business  Administration's  Procurement  and 
Technical  Assistance  Programs  is  to  make  certain  that  small  business  obtains  its 
fair  share  of  Government  purchases  and  contracts  or  subcontracts. 

The,  Prime  Contracts  Program 

SBA  has  procurement  center  representatives  stationed  at  all  Federal  instal- 
lations, both  military  and  civilian,  which  have  major  buying  programs,  and 
some  assigned  on  a  liaison  basis  to  installations  with  smaller,  but  still  signifi- 
cant, buying  programs. 

Such  installations  submit  all  requirements,  which  are  over  $2,500  and  are 
not  to  be  processed  as  restricted  to  small  business  only,  to  SBA's  procurement 
center  representative  for  his  independent  review. 
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If  at  all  possible,  procurement  center  representatives  will  recommend  that 
such  requirements  (including  those  for  achitectural  and  engineering  services, 
research,  development,  testing  and  evaluation)  be  processed  as  small  business 
set-asides.  This  means  that  the  procurement  would  be  restricted  to  small  busi- 
ness firms  only,  and  large  business  firms  would  not  be  permitted  to  submit  bids 
or  proposals  on  the  procurement. 

Certain  criteria  must  be  satisfied  before  a  small  business  set-aside  is  author- 
ized. There  must  be  a  reasonable  expectation  that  there  will  be  sufficient  compe- 
tition among  small  businesses  which  could  normally  be  expected  to  be  able  to 
provide  the  goods  or  services  required  so  that  awards  can  be  made  at  fair  and 
reasonable  prices.  Generally,  all  contracts  for  the  procurement  of  goods  and 
services  of  less  than  $10,000  and  subject  to  small  purchase  procedures  are  set 
aside  for  small  business. 

If  the  procurement  center  representative's  screening  indicates  that  the  set- 
aside  criteria  cannot  be  satisfied,  then  the  representative  will  attempt  to  provide 
small  business  sources  and  encourage  the  widest  possible  small  business  partici- 
pation in  the  procurement.  The  procurement  regulations  require  the  buying 
activity  to  send  copies  of  the  solicitations  to  these  SBA  added  sources. 

When  the  procurement  center  representative  recommends  that  a  require- 
ment be  procured  under  a  small  business  set-aside,  and  that  recommendation  is 
rejected  by  the  contracting  officer,  or  when  the  recommendation  of  the  small 
business  specialist  of  the  installation  for  a  set-aside  is  rejected  by  the  contract- 
ing officer,  the  SBA  has  the  right  to  appeal  this  rejection  to  the  Secretary  of  the 
Department  or  head  of  the  agency  involved. 

The  procurement  center  representative  also  looks  for  provisions  or  proce- 
dures which  may  inhibit,  restrict,  or  discourage  small  business  firms  from  sub- 
mitting offers.  When  any  of  these  are  identified,  the  representative  will  do  all  he 
or  she  can  to  get  the  provision  modified  or  relaxed  so  as  to  give  small  business  a 
better  chance  to  participate  and  win  the  contract  award. 

In  addition  to  the  procurement  center  representatives,  all  SBA  offices  pro- 
vide information,  guidance,  and  counseling  to  small  businesses  on  procurement 
matters. 

SBA's  computerized  Procurement  Automated  Source  System  (PASS) 
lists  the  names  of  small  companies  and  their  capabilities  and  is  available  to 
assist  Federal  procurement  officers  and  procurement  officials  of  private  con- 
tractors find  small  companies  to  do  Federal  work.  Small  businesses  interested 
in  adding  their  name  to  PASS  can  get  the  required  registration  form  at  any 
of  the  more  than  100  SBA  offices  located  throughout  the  country.  PASS  com- 
puter terminals  are  located  in  SBA's  ten  regional  offices  and  in  the  offices  of 
Federal  procurement  officials  and  private  prime  contractors.  SBA  anticipates 
having  200  PASS  terminals  on  line  by  the  end  of  1981.  Since  PASS's  inception 
in  1978,  more  than  39,500  small  companies  have  been  placed  on  the  system.  The 
agency  plans  to  add  20,000  additional  companies  in  fiscal  1981. 

The  Subcontracting  Program 

Congress  has  established  a  subcontracting  program  to  (1)  enable  small 
business  concerns  and  small  business  concerns  owned  by  the  disadvantaged  to 
be  considered  fairly  as  subcontractors  and  suppliers  to  contractors  performing 
work  as  prime  contractors  under  Government  contracts;  (2)  insure  that  such 
prime  and  subcontractors  will  cooperate  with  the  appropriate  procurement 
agency  and  with  SBA;  and  (3)  enable  SBA  to  obtain  from  any  Government 
agency  information  concerning  subcontracting  by  its  prime  contractors  and 
their  subcontractors. 

Contracts  which  exceed  $10,000  must  contain  a  "best  efforts"  clause,  requir- 
ing the  prime  contractor  to  accomplish  the  maximum  practicable  amount  of 
subcontracting  to  small  and  small  disadvantaged  businesses.  In  most  procure- 
ments over  $500,000  ($1,000,000  for  construction) ,  large  contractors  are  required 
to  formulate  a  detailed  subcontracting  plan,  to  be  included  in  the  prime  con- 
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tract,  which  requires  certain  specified  activities  the  prime  contractor  must  un- 
dertake to  insure  that  small  and  disadvantaged  firms  receive  the  maximum 
opportunity  to  participate  in  the  performance  of  the  contract.  SBA  reviews 
contractor  performance  under  these  plans. 

The  Certificate  of  Competency  (COC)  Program 

If  a  contracting  officer  proposes  to  reject  an  offer  of  a  small  business  firm 
which  is  the  apparently  successful  offeror  because  the  officer  questions  the 
firm's  responsibility  to  perform  the  contract,  the  case  is  referred  to  SBA. 

On  receipt  of  a  Certificate  of  Competency  application,  the  contracting  offi- 
cer of  the  procuring  agency  is  notified  that  the  potential  contractor  has  applied, 
and  a  team  of  SBA  financial  and  technical  personnel  is  sent  to  the  firm  to  sur- 
vey its  potential.  Credit  ratings,  past  performance,  management  capabilities, 
management  schedules,  production  and  technical  capabilities  and  the  prospects 
for  obtaining  needed  financial  help  or  equipment  are  all  considered. 

If  the  financial  position  of  the  firm  is  weak,  if  critical  equipment  is  absent, 
or  if  the  management  effort  is  inadequate,  the  regular  assistance  programs  of 
SBA  (loans,  management  counseling,  assistance  in  locating  equipment,  etc.) 
may  be  applied  to  strengthen  capability.  If  it  appears  that  the  firm  has  the 
credit  and  productive  capacity  required  to  fulfill  the  contract,  with  or  without 
SBA  assistance,  the  team's  findings  will  be  presented  to  a  COC  Review  Com- 
mittee in  the  appropriate  regional  office. 

If  the  decision  here  is  negative,  the  Certificate  of  Competency  is  denied, 
and  both  the  firm  and  the  procuring  activity  are  notified.  If  the  decision  here 
is  affirmative  and  the  procurement  is  less  than  $250,000,  the  Regional  Adminis- 
trator issues  the  certificate.  For  procurements  in  excess  of  that  amount,  the 
recommendation  and  supporting  data  are  forwarded  to  the  Central  Office  Re- 
view Committee.  If  affirmative,  a  letter  certifying  responsibilities  of  the  firm 
to  perform  the  subject-contract  (the  Certificate  of  Competency)  is  sent  to  the 
procuring  activity.  By  terms  of  the  Small  Business  Act,  the  Certificate  of 
Competency  is  conclusive  and  the  contract  must  be  awarded  to  the  small  firm. 

A  Certificate  of  Competency  is  valid  only  for  the  specific  contract  for 
which  it  is  issued.  A  business  concern  which  is  capable  of  handling  one  contract 
may  not  be  qualified  to  handle  another. 

Certification  of  Eligibility  Under  the  Walsh-Healey  Act 

In  addition  to  satisfying  questions  of  responsibility  to  perform  the  con- 
tract, an  offering  company  on  a  Government  contract  must  also  show  that  it  is 
"eligible"  to  receive  a  contract  award.  One  element  of  eligibility  is  the  require- 
ment that  all  potential  contractors  must  meet  the  criteria  found  in  the  Walsh- 
Healey  Public  Contracts  Act,  41  U.S.C.  35,  et  seq. 

That  Act  requires  that  in  all  Government  contracts  in  excess  of  $10,000 
there  must  be  a  stipulation  that  "the  contractor  is  the  manufacturer  of,  or  a 
regular  dealer  in,  the  materials,  supplies,  articles,  or  equipment  to  be  manufac- 
tured or  used  in  the  performance  of  the  contract."  Rules  and  regulations  of  the 
Department  of  Labor  require  that  a  procurement  officer  must  reject  bids  from 
a  bidder  who  is  not  a  "manufacturer  or  dealer"  within  the  meaning  of  the  stat- 
ute. If  the  procurement  officer  believes  that  an  otherwise  qualified  concern  is 
in  violation  of  the  Walsh-Healey  Act,  this  finding  must  be  referred  to  SBA 
which  is  given  the  authority  to  either  dismiss  the  finding  and  direct  the  officer 
to  award  the  contract,  or  if  it  concurs,  submit  the  finding  to  the  Department 
of  Labor  for  final  disposition.  It  does  not,  however,  in  any  way  change  the  re- 
quirements of  this  Act ;  it  merely  provides  for  their  uniform  application  in  all 
areas  of  the  United  States. 

The  SBA  is  to  administer  and  enforce  the  rules  and  regulations  promul- 
gated by  the  Department  of  Labor  that  pertain  to  the  Walsh-Healey  Public 
Contracts  Act  when  certifying  as  to  whether  a  small  business  concern  meets 
the  provisions  of  section  35(a)  of  title  41.  United  States  Code. 
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The  Property  Sales  Program 

The  Federal  Government  sells  large  quantities  of  many  kinds  of  real 
and  personal  property  which  is  surplus  to  Federal  needs,  and  resources  which 
are  authorized  for  sale  in  accordance  with  public  law.  SB  A  cooperates  with 
other  Federal  agencies  to  channel  a  fair  share  of  this  property  and  these 
resources  to  small  business. 

SBA's  property  sales  assistance  to  small  business  includes  providing  coun- 
sel to  small  business  on  matters  pertaining  to  Government  property  sales  and 
helping  small  business  obtain  a  fair  share  of  Government  property  sales. 

Five  categories  of  Federal  property  are  covered  by  the  program : 

1.  Timber  and  related  forest  products.  SBA,  U.S.  Forest  Service  and 
Bureau  of  Land  Management  work  together  in  insuring  opportunities  for 
small  business  concerns  to  bid  on  Federal  timber  sales.  In  addition,  SBA 
and  the  sales  agencies  jointly  set  aside  timber  sales  for  bidding  by  small 
concerns  when  it  appears  that  under  open  sales,  small  business  would  not 
obtain  its  fair  share. 

Local  district  offices  of  the  Forest  Service  also  offer  smaller  timber 
sales.  These  sales  are  normally  purchased  by  small  business  and  are  not 
usually  reviewed  for  set-aside. 

2.  Strategic  materials  from  the  national  stockpile. 

3.  Royalty  oil.  Royalties  due  the  Government  under  lease  of  Federal 
oil  rights  for  the  exploration  of  oil  may  be  accepted  by  the  Secretary  of 
the  Interior  in  the  form  of  oil  or  money.  If  he  or  she  elects  to  accept  oil 
in  lieu  of  money,  the  oil  is  identified  as  "royalty  oil." 

Further,  when  the  Secretary  of  the  Interior  determines  that  sufficient 
supplies  of  crude  oil  are  not  available  in  the  open  market  to  small  business 
refineries,  he  or  she  is  directed  to  grant  preference  to  these  refineries  for 
processing  or  use  in  such  refineries,  and  not  for  resale  in  kind. 

4.  Leases  involving  rights  to  minerals,  oil  and  vegetation.  SBA 
and  the  sales  agency  may  jointly  set  aside  a  reasonable  number  of  leases  for 
bidding  by  small  concerns  when  it  appears  that  under  open  bidding  small 
business  would  not  obtain  its  fair  share. 

5.  Surplus  real  and  personal  property.  The  Federal  Government  dis- 
poses of  property  for  which  it  has  no  foreseeable  need.  Such  property  is 
first  made  available  for  donation  to  recipients  authorized  by  law,  such  as 
educational  and  public  health  facilities,  State  and  local  governments,  etc. 
The  remainder  is  sold. 

SBA  helps  small  business  to  locate  and  obtain  its  fair  share  of  Federal 
surplus  property. 

The  Technology  Assistance  Program 

The  SBA  Technology  Assistance  Program  consists  of  three  sub-programs : 
Technology  Assistance,  Research  and  Development  Assistance,  and  the  Experi- 
mental Technology  Incentive  Program  aimed  at  improving  the  ability  of  small 
high-technology  firms  to  compete  more  effectively  for  Federal  Government 
contracts.  Each  SBA  Regional  Office  publishes  a  directory  listing  small  firms 
in  research  and  development  and  high  technology  which  would  be  able  to  fulfill 
Government  contracts  of  this  type. 

1.  Technology  Assistance. — SBA  has  the  responsibility  to  assist  small 
business  concerns  in  obtaining  the  benefits  of  research  and  development 
performed  by  other  Federal  agencies  under  Government  contracts  or  at 
Government  expense. 

2.  Research  and  Development  Assistance. — SBA  has  the  responsi- 
bility to  assist  small  business  concerns  in  obtaining  Government  contracts 
for  research  and  development.  In  addition  to  the  services  available  through 
the  Prime  Contracts  Program,  this  element  of  the  Technology  Assistance 
Program  provides  small  research  and  development  and  technologv-oriented 
firms  with  a  means  of  obtaining  information  on  contract  opportunities. 
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3.  Experimental  projects. — Aimed  at  improving  the  ability  of  small 
high-technology  firms  to  compete  more  effectively  for  Federal  Government 
contracts. 

Labor  Surplus  Area  Set-Aside  Contracts 

Public  Law  95-89,  August  4, 1977,  established  a  priority  for  awarding  con- 
tracts and  placing  subcontracts  to  concerns  which  perform  a  substantial  pro- 
portion of  the  production  on  those  contracts  and  subcontracts  within  areas  of 
concentrated  unemployment  or  underemployment  or  within  labor  surplus  areas. 
The  law  also  authorizes  total  labor  surplus  area  set-asides  if  it  is  specifically 
determined  that  there  is  a  reasonable  expectation  that  offers  will  be  obtained 
from  a  sufficient  number  of  eligible  concerns  so  that  awards  will  be  made  at 
reasonable  prices. 

As  redirected  by  Public  Law  96-302,  in  carrying  out  labor  surplus  area  and 
small  business  set-aside  programs,  departments,  agencies,  and  instrumentalities 
of  the  executive  branch  are  to  award  contracts,  and  encourage  the  placement  of 
subcontracts  for  procurement  to  the  following  in  the  order  stated : 

(1)  concerns  which  are  small  business  concerns  and  which  are  located 
in  labor  surplus  areas,  on  the  basis  of  total  set-aside ; 

(2)  concerns  which  are  small  business  concerns  on  the  basis  of  a  total 
set-aside ; 

(3)  concerns  which  are  small  business  concerns  and  which  are  located 
in  a  labor  surplus  area,  on  the  basis  of  a  partial  set-aside ; 

(4)  concerns  which  are  small  business  concerns,  on  the  basis  of  a  par- 
tial set-aside ;  and 

(5)  businesses  which  are  not  small  business  concerns  and  which  will 
perform  a  substantial  proportion  of  the  production  on  those  contracts  and 
subcontracts  within  areas  of  concentrated  unemployment  or  underemploy- 
ment or  within  labor  surplus  areas. 

MINORITY  SMALL  BUSINESS  PROGRAMS 

The  Small  Business  Administration's  Minority  Small  Business  Program 
coordinates  the  Agency's  combined  efforts  to  make  more  business  opportunities 
available  to  minority  individuals.  This  program  brings  together  all  SBA's 
services  and  those  of  private  industry,  banks,  local  communities  and  other 
Government  agencies  to  substantially  increase  the  number  of  and  opportunities 
for  minority  owned  businesses.  Potential  or  established  minority  business  own- 
ers can  apply  for  assistance  under  the  programs  offered. 

Types  of  Assistance  Offered 

Community  Development. — Local  groups  interested  in  stimulating  the 
planned  economic  growth  of  their  community  by  aiding  other  small  businesses 
in  their  area  are  given  help  in  forming  local  development  companies.  This 
program  is  discussed  under  the  section  on  State  and  local  development 
companies. 

The  8(a)  Program. — SB  A  acting  as  prime  contractor  subcontracts  to  small 
firms  owned  and  controlled  by  economically  and  socially  disadvantaged  indi- 
viduals which  are  interested  in  obtaining  Government  contracts.  In  addition, 
management  and  technical  help  is  included  in  this  service.  The  8(a)  program  as- 
sists in  the  expansion  and  development  of  existing,  newly  organized,  or  prospec- 
tive profit-oriented  small  business  concerns  owned  and  controlled  by  eligible 
disadvantaged  persons. 

Through  this  program  those  eligible  firms  are  assisted  in  developing  the 
capability  to  compete  effectively  in  the  nation's  marketplace. 

Section  8(a)  of  the  Small  Business  Act  authorizes  SBA  to  enter  into  con- 
tracts with  the  United  States  Government  and  any  Federal  department,  or 
agency  for  their  procurement  needs.  This  authority,  together  with  other  finan- 
cial, technical  and  management  resources  at  its  disposal,  allows  SBA  to  contract 
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to  supply  their  goods,  services,  and  construction  needs,  by  subcontracting  for 
the  actual  performance  of  the  work  to  8(a)  companies.  The  firms  that  are 
awarded  8(a)  contracts  must  receive  management  and  technical  help  in  the 
planning  and  operating  stages  of  the  business,  and  must  participate  in  a  "Capi- 
tal Ownership  Program"  as  a  condition  of  receiving  8(a)  contracts. 

Small  business  concerns  owned  and  controlled  by  one  or  more  persons  who 
have  been  deprived  of  the  opportunity  to  develop  and  maintain  a  competitive 
position  in  the  economy  because  of  social  and  economic  disadvantage  may  apply. 
This  category  may  include,  but  is  not  limited  to,  Black  Americans,  American 
Indians,  Hispanic  Americans,  Eskimos,  Aleuts,  and  Asian-Pacific  Americans. 

Among  the  basic  eligibility  requirements  for  participation  in  the  8(a)  pro- 
gram are :  the  principals  of  the  firms  being  developed  must  be  persons  of  good 
character;  they  are  expected  to  be  engaged  full-time  in  day-to-day  business 
operations  and  management ;  there  can  be  no  absentee  ownership.  Further,  the 
principals  of  applicant  concerns  must  represent  only  one  company  and  must 
not  have  had  their  eligibility  previously  approved  by  SBA  for  another  8(a) 
concern.  Small  business  concerns  must  submit  a  business  plan  with  specific 
targets,  objectives,  and  goals  aimed  at  correcting  the  economic  impairment 
which,  in  part,  qualified  the  firm  for  the  8  (a)  program,  and  containing  a  gradua- 
tion date  from  the  program.  All  eligible  persons  must  be  primary  recipients  of 
the  program's  benefits  and  objectives.  Most  importantly,  the  firms  or  businesses 
involved  in  the  program  must  be  operated  for  profit. 

There  is  also  a  pilot  8(a)  program  whereby  the  President  designates  an 
agency  (presently  the  Department  of  the  Army)  with  which  SBA  has  in- 
creased authority  to  negotiate  for  any  contract  requirement  it  selects  for  use  in 
the  program. 

Financial  Assistance. — SBA  can  make  direct  business  loans  to  minority 
borrowers  when  funds  are  available.  Minority  small  business  loans  are  often 
processed  under  relaxed  credit  criteria,  with  emphasis  on  the  applicant's  char- 
acter and  ability  to  repay  the  loan  and  other  obligations  from  the  profits  of  the 
business. 

Management  Assistance. — Retired  and  active  businessmen  and  women  also 
volunteer  their  experience  to  assist  minorities  who  need  their  counsel.  Addition- 
al help  is  provided  by  counselors  contracted  by  SBA  to  advise  small  firms  and 
through  management  assistance  provided  by  college  and  university  students  in 
business  administration.  These  programs  are  discussed  in  detail  in  the  section 
on  management  assistance. 

Long  Term  and  Equity  Capital. — Specialized  investment  companies  may 
provide  equity  funds,  long-term  loans  and  management  assistance  to  small  firms 
owned  by  socially  or  economically  disadvantaged  persons.  This  program  is 
discussed  in  the  section  on  small  business  investment  companies  (SBIC's). 

Bonding  Assistance  to  Construction  Firms. — Minorities  can  benefit  from 
surety  bond  guarantees  up  to  $1,000,000  on  construction  contracts.  Contract 
financing  may  be  available  to  any  small  firm  with  an  assiemable  contract.  The 
surety  bond  guarantee  program  is  discussed  in  its  section.  Firms  participating 
in  the  8(a)  program  may  receive  a  waiver  of  Federal  bonding  requirements 
on  8(a)  contracts  for  8(a)  contractors  who  are  start-ups  and  in  the  program 
for  1  year  or  less  and  provided  the  following  conditions  are  met:  (1)  the  firm 
cannot  secure  the  requisite  bond  needed  for  the  job  with  or  without  an  SBA 
guarantee  of  the  bond;  (2)  SBA  will  take  such  steps  as  may  be  appropriate 
to  protect  suppliers  and  laborers  of  the  8(a)  firm;  (3)  SBA  determines  that 
the  firm  has  the  potential  of  becoming  bondable  if  assisted  for  a  limited  period 
of  time  by  the  bond  waiver. 

MANAGEMENT  ASSISTANCE 

SBA's  Management  Assistance  program  supports  SBA  loan  recipients  and 
other  small  business  owners/managers  through  individual  counseling,  manage- 
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ment  training  and  publication  of  guidance  materials.  These  programs  are  keyed 
to  furthering  the  establishment,  growth  and  success  of  small  businesses.  It  is 
estimated  that  managerial  deficiencies  cause  nine  out  of  ten  business  failures. 

SBA  identifies  management  problems,  develops  solutions  and  helps  imple- 
ment and  expand  business  plans  through  the  management  assistance  officers 
who  implement  the  Agency's  counseling  program.  In  addition  to  these  pro- 
fessionals, SBA  relies  heavily  on  national  volunteer  organizations  such  as 
SCORE  (Service  Corps  of  Retired  Executives)  and  ACE  (Active  Corps  of 
Executives)  to  expand  its  capability  for  individual  counseling. 

Counseling  on  problems  of  marketing,  accounting,  product  analysis,  pro- 
duction methods,  research  and  development  is  given  in  SBA  field  offices.  Advice 
and  training  are  also  offered  at  no  charge  to  prospective  small  business  owners 
in  the  areas  of  their  specific  kinds  of  business  enterprises. 

Call  Contracts  Program 

SBA  places  contracts  with  professional  consulting  firms  providing  man- 
agement and  technical  aid  to  certain  clients:  those  who  require  technical  or 
other  assistance  not  available  otherwise,  and  who  meet  the  eligibility  require- 
ments of  Sections  7(i)  (economic  opportunity  loans)  and  8(a)  (procurement 
assistance  for  the  disadvantaged)  of  the  Small  Business  Act.  The  program 
also  allows  SBA  to  initiate,  organize  and  maintain  this  management  counsel- 
ing service  for  small  firms  as  required. 

In  general,  eligible  recipients  of  the  counseling  services  include  "socially 
or  economically  disadvantaged  individuals  or  firms"  and  "individuals  or  firms 
located  in  areas  of  high  unemployment." 

The  consulting  firm  provides  advice  and  counsel  in  establishing  a  proper 
recordkeeping  system  and  any  other  management  function  such  as  production, 
engineering,  et  cetera;  legal  services  and  specialized  management  training. 
There  is  no  charge  to  the  small  business  recipient  for  these  services. 

Participating  Call  Contract  consulting  firms  who  can  perform  these 
needed  services  must  be  established  small  firms  at  the  time  of  proposal  and 
must  meet  the  standards  set  out  in  the  Request  for  Proposals.  Potential  con- 
sultants must  have  been  in  business  for  at  least  1  year  before  the  closing  date 
for  receipt  of  proposals,  and  have  a  permanent  staff  capacity  to  perform  at 
least  50  percent  of  the  work. 

SCORE 7 ACE  Program 

SCORE  is  an  organization  of  8,100  retired  business  executives — men  and 
women  of  varied  business  and  professional  backgrounds — who  volunteer  their 
services  to  help  small  business  owners  solve  their  problems.  Assigned  SCORE 
counselors  visit  a  business  and  analyze  its  problems.  On  a  complex  problem, 
other  volunteer  experts  may  be  asked  to  assist.  Finally,  in  consultation  with 
the  owner,  a  solution  is  formulated  and  the  owner  is  helped  through  the  critical 
period,  all  at  no  cost. 

ACE  (Active  Corps  of  Executives)  augments  SCORE'S  services  and  keeps 
management  counseling  on  a  continually  updated  basis.  Its  more  than  3,500 
members  are  active  executives  from  all  major  industries,  professional  and  trade 
associations,  educational  institutions,  and  many  of  the  professions.  They  volun- 
teer their  specialized  kinds  of  expertise,  not  usually  found  in  every  SCORE 
chapter,  whenever  they  are  needed. 

Management  Training  and  Management  Publications 

To  reach  the  greatest  possible  number  in  the  small  business  community, 
SBA  cosponsors  management  training  with  universities,  colleges,  distributive 
education  units,  trade  and  professional  associations,  chambers  of  commerce, 
and  local  business  organizations.  In  some  communities  management  training 
is  also  offered  over  commercial  and  educational  TV  stations. 

To  meet  local  small  business  needs,  SBA's  management  training  program 
encompasses  four  types  of  training  for  present  and  prospective  small  business 
owners :  courses,  conferences,  problem  clinics,  and  prebusiness  workshops. 
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To  help  small  business  owners  and  managers  keep  abreast  of  modern  man- 
agement techniques  and  maintain  efficient  management  policies,  SBA  issues 
hundreds  of  management,  technical,  and  marketing  publications  on  subjects  of 
interest  to  cross  sections  of  management,  and  presents  facts  and  figures  in  brief, 
readable,  nontechnical  form.  Professionals  in  many  business  areas  as  well  as 
members  of  the  academic  community  contribute  their  work  as  a  public  service 
to  the  needs  of  small  firms. 

International  Trade  Assistance 

A  significant  growth  potential  for  the  small  business  community  (pri- 
marily the  manufacturing  segment)  exists  through  international  trade.  By  suc- 
cessfully marketing  its  products  overseas,  the  well-managed  and  financially 
sound  small  business  can  achieve  added  profit  and  increased  utilization  of 
existing  production  capacity.  Through  programs  of  specialized  international 
trade  counseling,  training  and  publications,  the  SBA  is  seeking  to  inform  small 
businesses  of  trade  opportunities  and  procedures  involved  in  selling  abroad.  The 
Agency  is  working  with  Federal  and  State  agencies  and  the  private  sector  to 
develop  an  integrated  program  of  international  trade  assistance  which  meets 
the  needs  of  small  business. 

Public  Law  96-481  established  within  SBA  an  Office  of  International 
Trade  to  coordinate  the  agency's  efforts  in  this  area.  The  Act  further  provided 
for  a  full-time  export  development  specialist  in  each  of  SBA's  10  regional  offices. 

SBA/ PRIVATE  SECTOR  MANAGEMENT  ASSISTANCE  PROGRAMS 

The  Small  Business  Institute  (SBI) 

With  the  cooperation  of  2,000  faculty  members  and  20,000  students  of  480 
of  the  nation's  leading  schoofs  of  business,  the  SBI  Program  provides  long- 
term  (quarter  or  semester)  personal  counseling  to  small  business  owners  at 
no  charge.  The  program  assists  small  business  and  has  given  valuable  prac- 
tical experience  to  the  student-counselors,  many  of  whom  contemplate  going 
into  small  business  after  graduation.  It  has  improved  college-community  re- 
lations, and  saved  some  businesses  from  almost  certain  bankruptcy. 

Although  participation  in  the  SBI  Program  is  primarily  for  SBA  clients 
(loan  recipients  and  holders  of  8(a)  contracts)  in  most  localities,  other  busi- 
ness owners  are  frequently  able  to  receive  this  service  in  localities  where  there 
are  few  SBA  loan  recipients. 
Small  Business  Development  Centers 

Small  Business  Development  Centers  (SBDC's)  were  formally  author- 
ized by  Public  Law  96-502,  although  the  program  began  on  a  pilot  basis  in 
1976.  SBDC's  leverage  government  resources  by  drawing  together  university 
and  private  sector  participants  to  provide  management  and  other  assistance 
to  small  businesses.  SBA  is  authorized  to  make  grants  of  up  to  50  percent  of 
the  cost  of  developing  and  operating  such  centers,  provided  they  meet  certain 
conditions.  These  include  conformity  with  an  area  wide  plan  approved  by  the 
State  and  by  SBA,  the  maintenance  of  a  full-time  staff,  and  the  capability 
to  perform  or  provide  certain  enumerated  services. 

SBDC's  assist  small  businesses  in  solving  problems  concerning  operations, 
manufacturing,  engineering,  technology  exchange  and  development,  person- 
nel administration,  marketing,  sales,  merchandising,  finance,  accounting,  busi- 
ness strategy  development,  and  other  matters.  This  type  of  problem  solving 
is  needed  by  smaller  concerns  in  order  to  foster  growth  and  expansion,  in- 
novation, increased  productivity,  management  improvement  and  decreased 
industry  concentration.  . 

Services  provided  by  an  SBDC  include:  one-on-one  counseling;  assisting 
in  technology  transfer:  maintaining  information  pertaining  to  Federal.  State, 
and  local  regulations  and  providing  assistance  to  small  concerns  with  regufa- 
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tory  compliance;  conducting  and  coordinating  research  into  technical  and 
general  small  business  problems;  providing  a  library  containing  current  in- 
formation and  data  needed  by  local  small  businesses;  maintaining  a  work- 
ing relationship  with  the  financial  and  investment  communities  and  small 
business  groups;  conducting  surveys  for  local  small  business  groups  to  de- 
velop information  pertaining  to  the  local  economy  and  the  status  of  small 
business  in  that  locality;  and  maintaining  lists  of  local  and  regional  private 
consultants  and  testing  laboratories  to  which  smaller  businesses  may  be  re- 
ferred for  assistance. 
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APPENDIX 


SBA  ACTIVITY  LEVELS,  FISCAL  YEARS  1977-81 
[In  millions  of  dollars] 


1977  actual 

1978  actual 

1979  actual 

1980  actual 

1981  program 

Regular  business  loans: 

194 

2, 302 

188 
2, 534 

218 
2,  573 

219 
2,961 

219 
4,000 

Total  

i 2, 495 

2,  722 

2, 791 

3, 180 

4,219 

Handicapped  assistance  loans: 

Direct  and  immediate  participation  

13 

■s  i>  1 

23 
1 

21 
1 

20 

(2) 

25 
5 

Total  

14 

24 

22 

20 

30 

Economic  opportunity  loans: 

60 
45 

59 
39 

62 
34 

63 
25 

65 
70 

Total  

105 

98 

% 

88 

135 

Solar  energy: 

11 

14 

30 

Guaranteed  

2 

11 

33 

Total  

13 

126 

63 

Development  company  loans: 

Direct  and  immediate  participation  

35 
14 

45 
17 

42 
31 

45 

30 

23 
3  250 

Total  

49 

62 

73 

75 

273 

Small  business  investment  company: 

Direct  and  immediate  participation  

Guaranteed  

18 
85 

20 
78 

22 
87 

32 
149 

42 
160 

Total  

M04 

98 

109 

'  181 

202 

Business  loan  and  investment  fund: 

Direct  and  immediate  participation  

Guaranteed  

320 
2, 447 

335 
2,669 

376 
2,728 

393 
3, 176 

404 
4, 518 

Total  

2, 767 

3, 004 

3, 104 

3, 569 

4,922 

Disaster  loans: 

Physical  

Nonphysical  

327 
46 

2, 523 
47 

1,375 
34 

1,118 
119 

2, 800 
50 

Total  

373 

»2, 569 

1,409 

1, 237 

2,850 

Pollution  bond  guarantees  

5 

10 

40 

99 

110 

Surety  bond  guarantees  

886 

1,178 

1, 391 

1,534 

1, 700 

Salaries  and  expenses: 

Disaster  loan  making  

All  other  

10. 466 
127. 372 

29. 738 
146. 336 

21.223 
170. 978 

23. 210 
193. 162 

24. 007 
218. 165 

Total  

137. 838 

176. 074 

192. 201 

216.372 

242. 172 

♦4, 307 

«4, 477 

«4,  715 

'4,807 

4, 807 

i  Rounding  accounts  for  discrepancy. 

*  $300,000. 

»  Includes  guarantee  authority  for  new  development  company  debenture  program 

*  Less  157  vacancies. 

*  Less  75  vacancies. 

» Less  343  vacancies. 
'  Less  373  vacancies. 


INTRODUCTION  AND  BACKGROUND 
(A)   BUSINESS  LENDING 
Chairman  Mitchell  introduced  H.R.   2998  at  the  request  of  the 
Administration.     Hearings  were  held  by  the  Subcommittee  on  SBA 
and  SBIC  Authority,  Minority  Enterprise,  and  General  Small 
Business  Problems  at  which  the  SBA  Administrator  testified  on 
April  7,  1981. 

The  bill   (H.R.   2998)  was  amended  and  reported  from  your 
Committee's  Subcommittee  on  SBA  and  SBIC  Authority,  Minority 
Enterprise,  and  General  Small  Business  Problems  by  a  unanimous 
vote  of  those  present  at  a  Subcommittee  meeting  held  on  May  20, 
1981. 

The  provisions  of  H.R.   2998  which  help  small  concerns 
obtain  debt  financing  at  a  reasonable  cost  and  allow  the 
firm  to  increase  its  loan  payments,  over  time,  as  its  ability  to 
generate  cash  increases  and  which  provide  for  extending  the  term 
of  or  refinancing  existing  loans  and  making  long-term  loans  to 
small  concerns  to  assist  small  businesses  in  these  severe  economic 
times,  were  found  in  H.R.  6626  of  the  96th  Congress. 

Last  Congress,  Rep.  Neal  Smith  introduced  H.R.  6626  at  the 
request  of  the  Administration. 

The  terms  of  the  first  SBA  loan  consolidation  legislation, 
H.R.  6626  of  the  96th  Congress  as  offered  by  the  Administration, 
would  have  consolidated  as  7(a)   regular  business  loans,  all 
business  lending  functions.     The  consolidated  program  omitted  any 
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reference  to  former  7(a)  business  lending  eligibles.     The  new 
program  was  to  be  entirely  at  SBA's  discretion  with  none  of  the 
Congressional  guidelines  established  over  twenty-five  years.  The 
Committee  at  that  time  rejected  loan  consolidation  but  endorsed 
measures  to  facilitate  loans  to  small  concerns  during  periods  of 
economic  instability. 

H.R.  6626  was  amended  and  reported  from  the  Subcommittee  by 
a  unanimous  vote  of  those  present  at  a  Subcommittee  meeting  held 
on  May  6,   1980.     The  measure  previously  was  the  subject  of 
Subcommittee  hearings  in  March  1980. 

The  full  Committee,  on  May  13,  1980,  by  unanimous  voice  vote 
ordered  the  measure,  as  amended  by  the  Subcommittee,  favorably 
reported  to  the  House.      (H.  Rpt .   96-1028)    (Part  I).     The  House 
passed  H.R.   6626  under  suspension  of  the  Rules  on  July  28,  1980. 

The  Administration's  proposed  bill  in  this  Congress,  H.R. 
2998,   is  basically  the  same  as  H.R.   6626  as  introduced  in  the 
96th  Congress. 

The  terms  of  the  original  bill  as  offered  by  the  Administration, 
H.R.   6626,  and  H.R.   2998  as  introduced,  would  have  consolidated 
the  7(a)    (regular  business  loans),   7(e)    (trade  adjustment  assistance 
loans),   7(h)    (handicapped  assistance  loans),   7(i)  (economic 
opportunity  loans),  7  (J[)    (solar  and  energy  conservation  loans) 
and  501,   502   (development  company  loans),   into  a  single  discretionary 
loan  program.     This  new  consolidated  program  would  have  authorized 
SBA  to  make  loans  to  small  business  for  the  purpose  of  plant 
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acquisition,  construction,  conversion,  or  expansion  (including 
the  acquisition  of  land  to  local  development  companies)  and  "to 
assist  any  qualified  small  business  for  purposes  of  this  act" 
(i.e.,  the  Small  Business  Act).     For  the  second  time,   the  Committee 
fully  considered  this  request  but  rejected  it  in  favor  of  this 
legislation    which  was  ordered  reported,  as  amended,  by  a  vote  of 
37-1. 

The  Committee  continues  to  believe  that  each  one  of  the 
existing  loan  programs  the  Administration  proposed  to  eliminate 
address  a  specific  identifiable  segment  of  the  small  business 
community  deserving  of  special  assistance  that  would  not  be 
forthcoming  under  the  Administration's  consolidated  loan  program. 
Indeed,  the  reason  why  there  are  such  separate  programs  is 
because  SBA's  regular  7(a)   loan  program  was  not  adequately 
addressing  the  needs  of  these  segments  of  the  small  business 
community  deserving  of  special  assistance.     Not  only  would  these 
segments  lose  much  needed  assistance  if  consolidation  as  proposed 
by  the  Administration  were  approved,  but  Congress  would  also 
relegate  to  the  Agency  an  essential  legislative  right--the  right 
to  specify  what  class  or  group  of  small  businesses  should  receive 
the  benefit  of  programs  financed  by  the  Federal  taxpayer. 

For  example,  the  7(h)   loan  program  was  and  is  intended  by 
the  Congress  to  finance  businesses  owned  by  the  handicapped  or 
which  employ  substantial  numbers  of  handicapped  persons.  The 
7(i)   loan  program  is  specifically  designed  to  assist  low  income 
individuals  or  individuals  in  high  unemployment  areas;  and  the  7 (/) 
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program  is  specifically  designed  to  encourage  energy  conservation 
and  production.     Your  Committee  believes  that  the  features  of 
these  specially  designed  programs,  each  with  their  own  terms  and 
conditions  specifically  fashioned  by  Congress  to  address  areas  of 
national  need,  can  and  must  be  preserved.     To  relinquish  these 
programs  in  the  interest  of  administrative  ease  is  to  relinquish 
the  prerogative  of  the  legislative  branch  of  government. 

Therefore,  the  reported  version  of  title  XIII  is  a  compromise 
measure  in  regard  to  SBA  business  lending  functions. 

The  Committee  agreed  to  consolidate  the  six  distinct  business 
loan  programs  administered  by  SBA  into  a  single  program  under 
section  7(a)  of  the  Act.     Unequal  terms  and  conditions  among  the 
programs  were,  as  requested,  eliminated.     This  effectively  ends 
unequal  terms  and  conditions  for  assistance  under  each  of  the 
programs . 

Under  title  XIII,  all  of  SBA's  business  lending  authority 
would  be  consolidated  into  a  new  section  7(a).     This  authority 
would  permit  SBA  to  make  deferred  participation,  immediate 
participation  and  direct  loans  to  small  businesses,  employee 
stock  ownership  plans  and  local  development  companies  under  terms 
and  conditions  which  will  be  uniform  under  statutory  guidelines 
which  establish  that  there  will  be  no  diminution  of  any  of  SBA's 
present  authority  under  present  statutory  provisions  governing 
each  of  the  existent  separate  SBA  business  loan  programs. 
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Title  XIII  provides  for  a  single  interest  rate  for  business 
loans  (with  one  exception,  handicapped  loans) ,  an  extended  maturity 
for  all  7(a)  loans,  and  uniform  loan  amount  availability. 

(B)  DISASTER  LENDING 

Chairman  Mitchell  introduced  H.R.   2997  at  the  request  of  the 
Administration.     Hearings  on  disaster  assistance  were  held  by  the 
Subcommittee  on  SBA  and  SBIC  Authority,  Minority  Enterprise,  and 
General  Small  Business  Problems  on  June  7,  1981. 

As  introduced: 

A  statutory  "no  credit  elsewhere  test"  would  be  applied  to 
applicants  for  physical  disaster  loans.  Those  having  access  to 
credit  would  receive  no  loan. 

The  interest  rate  on  physical  disaster  loans  would  be  based 
on  a  formula  involving  cost-of -money  to  the  government  for 
comparable  length  securities  plus  1  percent.     This  is  the  same 
formula  rate  now  applied  by  statute  to  credit  worthy  borrowers. 
This  formula  results  in  a  15.3  percent  rate  in  today's  market. 

The  interest  rate  for  each  borrower  would  be  set  at  the  time 
the  loan  is  approved,  not  as  of  the  time  the  disaster  occurred. 

Agricultural  businesses  would  no  longer  be  eligible  for  any 
type  of  SBA  loan  assistance. 

Economic  injury/non-physical  disaster  loan  programs  7(b)(3)- 
7(b)(9)  and  7(g)  water  pollution  loans  would  have  been  repealed. 

SBA's  economic  injury  loan  program  under  section  7(b)(2) 
would  have  been  severely  curtailed. 


182 


The  Committee  rejected  this  disaster  loan  consolidation  as 
it  had  in  the  96th  Congress.     This  title  does  provide  for  a 
consolidated  non-physical  disaster  loan  program.  Economic 
injury/Federal  action  loans  under  7(b)(3)  now  substitute  for 
loans  formerly  made  under  sections  7(b)(3)   through  7(b)(9)  of  the 
Act  and  section  7(g).     Modifications  were  made  in  the  interest 
rates  and  credit  criteria  for  SBA's  physical  disaster  lending 
program  under  7(b)(1). 

At  its  meeting  of  June  9,   1981,  the  full  Committee  considered 
necessary  reconciliation  measures,  business  and  disaster  loan 
consolidation  and  assistance  and  technical  amendments  to  the 
Equal  Access  to  Justice  Act.     By  a  vote  of  37-1,  this  legislation 
was  ordered  reported  (part  of  which  was  approved  on  June  2  by  a 
vote  of  38-0) . 

NEED  FOR  THE  LEGISLATION 
(A)   CONSOLIDATED  BUSINESS  LOAN  PROGRAM 
Presently  section  7  of  the  Small  Business  Act  and  sections 
501  and  502  of  the  Small  Business  Investment  Act  of  1958  provide 
for  six  business  loan  programs  administered  by  the  Small  Business 
Administration.     Each  of  these  programs  has  differing  statutory 
features  regarding  eligibility,  loan  amount,  maturity  and  interest 
rate . 

The  current  law  results  in  different  terms  and  conditions 
for  assistance  under  each  of  the  programs.     For  example,  if  a 
business  person  requested  a  direct  business  loan  from  SBA  under 
any  program  other  than  that  established  under  section  7(i),  the 
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interest  rate  in  FY  81  would  be  9  1/4  percent.     However,  if  that 
same  business  person  qualified  as  "socially  or  economically 
disadvantaged"  under  section  7(i),  the  interest  rate  on  the  loan 
would  be  11  3/8  percent.     The  maximum  term  for  a  real  estate  loan 
for  a  section  7(a)  borrower  is  20  years.     That  same  borrower 
might  go  to  a  local  development  company  for  a  section  502  loan 
with  a  25  year  maturity.     The  maximum  loan  available  also  varies 
among  the  programs. 

In  addition  to  inconsistent  terms  and  conditions  for  business 
lending,  the  differing  statutory  provisions  also  make  the  loan 
programs  more  difficult  to  administer.     Consolidation  of  the  loan 
programs  reduces  complexities  and  streamlines  the  management  of 
the  loan  programs. 

Under  this  legislation,  all  of  SBA's  business  lending  authority 
is  consolidated  into  a  new  section  7(a).     This  authority  would 
permit  SBA  to  make  deferred  participation,   immediate  participation 
and  direct  loans  to  small  businesses,  employee  stock  ownership 
plans  and  development  companies  under  terms  and  conditions  which 
will  be  uniform  under  guidelines  which  will  not  diminish  any  of 
SBA's  present  authority. 

It  would  also  permit  SBA  to  make  financial  assistance 
available  to  any  qualified  small  business  for  any  purpose  consistent 
with  the  provision  of  the  Small  Business  Act.     It  will  not 
deprive  qualified  small  businesses  of  any  assistance  which  SBA 
has  been  providing  under  the  more  complicated  present  provision. 
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The  Committee  recognized  the  need  for  direct  and  immediate 
participation  loans  to  have  a  uniform  interest  rate.     This  rate 
is  established  at  the  cost  of  money  to  the  government  (presently 
15.3  percent).     However,  the  handicapped  assistance  was  necessarily 
made  available  at  an  interest  rate  of  3  percent.     The  SBA  direct 
loan  program  must  continue  to  be  available  at  less  than  "prime" 
or  "market  rate"  interest  for  those  unable  to  get  a  bank  loan, 
and  especially  to  those  having  the  least  chance  to  compete  in  our 
system. 

Title  XIII  would  eliminate  two  obsolete  programs  now  authorize 
by  the  Small  Business  Act:     Trade  Adjustment  Assistance  Loans 
under  section  7(e)  of  the  Act,  which  authority  is  no  longer 
utilized  by  SBA;  and  pool  Loans  presently  under  section  7(a)(5)- 
(7)  of  the  Act,  which  is  a  dormant  program  since  only  two  entities 
have  ever  received  loans  under  this  authority. 

(I)  MAXIMUM  LOAN  AMOUNT 

Under  present  law,  the  maximum  amount  of  a  loan  that  SBA  may 
guarantee  is  $500,000.     This  amount  was  fixed  by  Public  Law  94- 
305   (June  4,  1976).     Notwithstanding  high  inflation  rates,  the 
Committee  determined  not  to  raise  the  $500,000  ceiling.  Since 
the  average  7(a)   guaranteed  loan  in  1980  was  $123,300,  any  loan 
made  at  the  $750,000  maximum  recommended  by  the  Administration 
would  essentially  deny  loan  assistance  to  two  average  borrowers 
at  SBA.     Prospects  indicate  that  even  at  the  $500,000  limit,  SBA 
will  be  denying  applications  due  to  lack  of  budget  authority. 
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(II)   LOAN  MATURITY 

Under  existing  law  the  maximum  term  of  a  7(a)   loan  (SBA's 
primary  business  loan  program)   is  10  years,  except  for  construction 
or  acquisition  of  real  property,   in  which  case  the  maximum  maturity 
is  20  years  plus  the  anticipated  time  for  construction.  Your 
Committee  believes  that  small  business  is  urgently  in  need  of 
long-term  financing  due  to  cash  flow  problems.     Not  every  loan 
needs  to  be  for  the  maximum  term,  but  there  are  situations  where 
it  would  be  beneficial  to  permit  a  longer  maturity.     For  example, 
the  high  cost  and  long  useful  life  of  some  machinery  could  provide 
a  situation  where  a  longer  term  loan  is  not  only  justified,  but 
would  also  be  very  beneficial  to  the  small  business  concern. 
Therefore,  your  Committee  finds  that  the  maximum  maturity  of 
these  regular  business  loans  should  be  extended. 

Title  XIII  authorizes  up  to  a  25-year  maturity  on  all  business 
loans  with  construction  loans  and  loans  for  acquiring  real  property 
allowed  an  additional  maturity. 

(Ill)   INTEREST  RATES 

On  a  direct  loan  made  by  SBA  under  section  7(a),  SBA's 
interest  rate  is  determined  by  a  formula  based  on  the  average 
annual  interest  rate  on  all  interest -bearing  obligations  of  the 
United  States  plus  one-quarter  of  1  percent.     This  interest  rate 
formula  was  fixed  in  1974  by  Public  Law  93-386,  and,  although 
your  Committee  believes  that  the  "cost  of  money"  formula  (modified 
to  yield  a  rate  approximately  5  points  higher) ,  and  made  effective 
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October  1,  1981  should  remain  and  apply  to  all  business  loans 
(except  loans  to  handicapped) ,  the  quarter  of  1  percent  add-on 
should  be  increased  to  1  full  percent.     The  guaranteed  loan 
interest  rate  has  been  continued  by  statute  at  its  "legal  and 
reasonable"  level. 

(B)   GUARANTEE  FEE 

SBA  administratively  requires  a  small  business  recipient  of 
a  guaranteed  loan  to  pay  a  one-time  fee  equal  to  1  percent  of  the 
guaranteed  loan  amount.     Prior  to  December  1,   1979,   this  fee  was 
charged  to  the  participating  lender.     SBA  now  imposes  the  fee 
directly  on  the  borrower  rather  than  the  bank.     The  rationale  for 
this  change  of  regulation  was  that  the  agency  believed  that  the 
fee  imposed  on  the  lender  induced  a  higher  interest  and  inhibited 
participation  by  private  lenders.     Since  the  maximum  interest 
rate  on  a  guaranteed  loan  is  now  tied  to  the  New  York  prime 
interest  rate,  your  Committee  believes  that  this  fee  should  be 
absorbed  from  the  interest  received  by  the  lender. 

There  is  no  evidence  which  has  been  submitted  which  correlates 
"high  interest"  with  the  fee,  nor  has  the  agency,   in  recent 
years,  experienced  difficulty  in  increasing  the  amount  of  guaranteed 
loans  which  it  approves.     In  times  of  extremely  high  interest 
rates,  the  agency  should  be  attempting  to  minimize  the  costs  of 
borrowing  to  the  small  business,  rather  than  increase  the  return 
to  the  lender.     Therefore,  this  regulation  should  be  statutorily 
repealed. 
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(C)  OPTIONAL  LOAN  REPAYABLE  PLAN 

Many  startup  small  business  concerns  find  it  extremely- 
difficult  to  service  debt  in  their  initial  years  of  operation. 
During  this  period  of  time,  markets  and  products  are  both  in  a 
stage  of  development  and,  therefore,  such  a  firm's  cash  flow  is 
at  a  relatively  low  level. 

Moreover,  because  of  high  inflation  and  high  interest  rates 
many  small  business  concerns,  regardless  of  age,  cannot  afford 
the  cost  of  borrowing  funds. 

Small  businesses  need  help  to  obtain  debt  financing  at  an 
initial  cost  which  is  reasonable  and  will  allow  the  firm  to 
increase  its  loan  payments,  over  time,  as  its  ability  to  generate 
cash  increases.     This  concept  is  similar  to  the  graduated  payment 
mortgages  now  commonly  in  use  to  spur  the  housing  industry. 
However,  your  Committee  does  not  believe  that  SBA  should  subsidize 
interest  rates,  but  instead,  the  agency  should  be  authorized  to 
approve  guaranteed  loans  where  interest  only  payments  are  required 
in  the  initial  years  of  the  term.     Participating  lenders  would 
need  an  incentive  for  arranging  the  loan  repayment  schedule  in 
this  manner,  but  such  incentive  need  not  be  paid  for  by  the  SBA. 
A  similar  need  for  possible  interest-only  loans  exists  when  SBA 
makes  the  loan  directly. 

(D)  EXTENSION  OF  TERM  ON  EXISTING  LOANS 

As  noted  previously,  your  Committee  finds  that  small  business 
is  in  need  of  long-term  financing  and  present  economic  conditions 
militate  against  the  willingness  of  banks  to  extend  such  financing. 
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Your  Committee  believes  that  extending  the  terms  of  existing 
loans,  or  refinancing  existing  loans,  and  providing  long-term 
loans  to  small  businesses  would  assist  many  financially  strapped 
businesses.     In  fact,  the  inherent  reduction  in  monthly  payments 
may  well  enable  the  borrower  to  remain  a  viable  small  business 
concern  rather  than  becoming  a  statistical  fatality. 

(E)   REFINANCING  OF  EXISTING  INDEBTEDNESS 

Under  the  terms  of  SBA's  Standard  Operating  Procedure  (SOP), 
the  agency  will  not  extend  financial  assistance  to  refinance  the 
existing  indebtedness  of  a  small  business  if  such  assistance  will 
be  used  to  pay  off  a  creditor  who  is  in  a  position  to  sustain  a 
loss  resulting  from  the  extension  of  credit  which  is  inadequately 
secured  or  because  the  small  business  is  insolvent  or  otherwise 
unable  to  pay  its  debt. 

Refinancing  is  a  legitimate  need  of  small  business,  but  the 
SOP  cited  above  is  so  vague  that  SBA  loan  officers,   in  the  great 
majority  of  cases,  will  not  refinance  a  loan  by  guaranteeing 
another  loan  made  by  the  same  lender,   if  the  lender's  exposure  to 
potential  loss  is  reduced  as  a  result.     In  many  cases  loan  officers 
will  simply  refuse  to  approve  a  new  loan  if  a  portion  is  to  repay 
existing  indebtedness  to  the  lender  regardless  of  the  amount  of 
security  involved  or  the  borrower's  ability  to  repay  the  old  or 
new  loan.     This  situation  makes  it  extremely  difficult  for  a 
small  business  to  obtain  refinancing  because  it  often  forces  the 
small  business  to  seek  out  a  new  bank  with  which  to  do  business, 
and  many  banks,  especially  in  times  of  "tight  money"  are  reluctant 
to  take  new  customers. 
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Your  Committee  certainly  does  not  advocate  transferring  all 
risk  of  loss  to  the  Government.     If  the  old  loan  is  going  bad  and 
the  lender  would  incur  a  loss,  that  is  part  of  the  lender's  cost 
of  doing  business;  but  there  are  situations  where  it  is  in  the 
interest  of  the  borrower  to  consolidate  its  indebtedness  and 
amortize  repayments  over  a  longer  period  of  time,  especially  if 
this  is  being  done  in  conjunction  with  additional  financing. 
Also,  the  Government  may  well  be  better  secured  and  more  apt  to 
obtain  repayment  of  the  new  loan  if  the  older  one  was  repaid  as 
part  of  a  new  financial  package  which  better  meets  the  borrower's 
needs . 

(F)   PERCENT  OF  GUARANTEE 

Under  the  statutory  provisions  of  the  Small  Business  Act, 
the  Small  Business  Administration  is  authorized  to  guarantee  up 
to  a  specified  percentage  of  a  bank  guaranteed  loan.     In  the  case 
of  the  7(a)  and  7  (Jt)  loans  the  maximum  percentage  is  90  percent 
and  in  the  case  of  7(h)   loans  the  maximum  is  100  percent. 

The  Reagan  budget  for  fiscal  year  1982  includes  approximately 
a  25  percent  reduction  in  guaranteed  loan  authority.     As  a 
result,  some  SBA  district  offices  have  taken  it  upon  themselves 
to  encourage  banks  to  request  a  lesser  guarantee.     That  is,  they 
have  advised  banks  in  their  district  that  a  priority  will  be 
given  within  the  funding  restrictions  to  applicants  requesting  a 
70  percent  guarantee  instead  of  the  usual  90  percent. 
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The  Committee  realizes  that  in  some  cases  banks  will  refuse 
to  make  guaranteed  loans  and  are  not  willing  to  accept  even  a  90 
percent  guarantee;  the  10  percent  bank  exposure  is  deemed  too 
much  of  a  risk  for  the  bank.     The  obvious  conclusion  about  a 
further  reduction  in  guarantee  percentages,  and  a  corresponding 
increase  in  bank  exposure  to  30  percent  of  the  amount  of  the 
loan,  is  that  banks  will  find  a  30  percent  exposure  unjustified 
in  many  cases  and  will  thus  decline  to  make  even  more  loans.  The 
net  result  is  that  a  number  of  small  businesses  will  be  essentially- 
denied  any  financial  assistance  as  the  bank  will  not  provide  it 
and  certainly  SBA  does  not  have  the  necessary  direct  loan  program 
level  to  accomodate  the  additional  small  businesses  which  will  be 
shut  out  of  the  credit  market. 

In  addition,   it  should  be  noted  that  pursuant  to  the  provisions 
of  P.L.   96-302,  SBA  has  established  a  bank  certification  program 
which  delegates  most  of  its  authority  regarding  approval  of 
guaranteed  loans.     Also,  SBA  is  developing  a  preferred  lender 
program  under  which  it  will  delegate  to  participating  banks 
virtually  all  approval  authority.     These  programs,  although 
meritorious  on  their  face,  when  coupled  with  budgetary  reductions 
in  program  levels  and  reduced  guarantee  percentages  can  be  expected 
to  have  a  negative  impact  on  those  small  businesses  which  are 
sound  enough  to  have  the  ability  to  repay  under  SBA's  programs 
but  which  are  at  the  lowest  end  of  the  credit  worthiness  scale. 
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By  substantially  reducing  or  by  eliminating  most  of  the  paperwork 
and  time  delays  involved  in  obtaining  a  guaranteed  loan,  banks 
will  be  encouraged  to  put  virtually  all  of  their  meritorious 
loans  into  SBA's  guaranteed  loan  program  as  it  will  cost  them 
nothing.     Considering  the  reduction  in  program  level,  this  will 
further  reduce  available  funding  for  other  small  businesses  and 
thus  they  will  probably  obtain  no  help  at  all. 

Accordingly,  title  XIII  has  revised  statutory  language  on 
percentage  of  loans  guaranteed  to  provide  that  smaller  guaranteed 
loans  shall  be  made  with  a  90  percent  guarantee  from  SBA  rather 
than  the  existing  statute  which  provides  that  such  loans  be  made 
with  a  guarantee  not  to  exceed  90  percent.     Larger  loans  are 
accorded  lower  guarantee  percentages. 

(G)   "SUNSET"  PROVISIONS  AND  REPORTING  REQUIREMENTS 

Your  Committee  believes  that  the  above  discussed  items  which 
give  SBA  more  flexibility  in  setting  terms  and  conditions  should 
be  tested  to  determine  the  benefits  they  provide  to  small  businesses 
and  their  cost  to  the  Government.     Accordingly,  they  need  not  be 
permanent  changes,  but  rather  temporary  ones  to  permit  the 
Committee  to  fully  evaluate  them. 

(H)  AUTHORIZATIONS 

Prior  to  October  1,  1977,  the  Small  Business  Act  authorized 
the  appropriation  of  such  sums  as  were  necessary  to  carry  out  the 
provisions  and  purposes  of  the  Act;  and  the  Small  Business  Investment 
Act  authorized  the  appropriation  of  specific  cumulative  dollar 
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amounts  to  carry  out  the  programs  authorized  by  that  Act.  Effective 
October  1,   1977,  open-ended  authorizations  for  programs  and  , 
payment  of  salaries  and  expenses  were  sharply  curtailed.  Public 
Law  95-89  amended  the  Small  Business  Act  to  specifically  authorize 
the  dollar  amount  of  program  levels  for  fiscal  years  1978  and 
1979;  to  authorize  the  appropriation  of  the  dollar  amount  needed 
to  carry  out  the  program  levels  specified;  and  to  authorize  the 
appropriation  of  amounts  necessary  to  carry  out  Small  Business 
Act  programs  for  which  specific  dollar  authorizations  are  not 
provided.     The  Small  Business  Committee  has  determined  that 
multi-year  authorizations  for  the  Small  Business  Administration 
are  absolutely  necessary.     Such  authorizations  give  Congress,  the 
Executive,  and  the  small  business  community  a  clear  indication  of 
goals  and  priorities  for  a  reasonable  period  of  time  and  permit 
the  Administration  to  know  authorizing  provisions  prior  to 
developing  the  budget  proposals. 

Accordingly,  Congress  passed  P.L.  96-302  providing  authorizations 
through  fiscal  year  1984.     The  Committee  acted  to  continue  this 
necessary  guidance  for  SBA  programs  and  spending  priorities. 
However,  the  authorizations  for  fiscal  years  1982,   1983,  and  1984 
found  in  title  XIII  are  modified  to  accomplish  savings  of  approximately 
$500  million  per  year  as  required  by  the  House  Budget  Committee. 
(I)   DISASTER  LENDING 

As  part  of  the  Administration's  effort  to  restrict  Federal 
credit,  H.R.   2997  as  introduced,  would  make  disaster  assistance 
unavailable  unless  the  applicant  could  not  obtain  credit  elsewhere 
on  reasonable  terms  and  conditions.     Section  7(b)(2)  would 
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continue  to  authorize  the  making  of  loans  to  business  concerns 
suffering  substantial  economic  injury  as  a  result  of  physical 
disaster.     Again,  a  long  established  credit  elsewhere  test 
would  also  be  employed  under  this  authority. 

The  bill  would  have  eliminated  the  authority  for  the  non- 
physical  disaster  loans  presently  authorized  by  subsections 
7 (b)(3) -(9)  of  the  Small  Business  Act.     The  non-physical  disaster 
provisions  of  the  Act  have  evolved  as  a  result  of  responses  to 
specific  problems  facing  businesses  such  as  the  adverse  effect  of 
military  base  closings  and  government  regulations  among  others. 

The  bill  would  have  established  an  interest  rate  for  the  SBA 
share  of  all  disaster  loans  which  would  be  uniform  and  would 
recover  the  cost  of  Treasury  borrowing.     This  rate  would  have 
provided  loans  to  those  "unable  to  obtain  credit  elsewhere  at 
reasonable  rates"  at  somewhat  lower  costs  than  are  available 
through  private  sources. 

The  rate  established  by  the  bill  would  have  been  set  at  the 
time  the  loan  is  made,  rather  than  at  the  time  the  disaster 
happened . 

The  bill  also  would  have  removed  responsibility  from  SBA  for 
making  disaster  and  regular  section  7(a)  business  loans  to 
agricultural  enterprises. 

The  Committee  did  not  approve  the  Administration's  requests 
but  modified  the  7(b)(1)  disaster  assistance  to  provide: 

1.     homeowner  loans  at  an  interest  rate  of  5%; 


194 


2.  business  loans  at  interest  rates  of: 

a.  for  those  unable  to  secure  financing,  7%; 

b.  and  for  those  able  to  secure  financing  --  cost 
of  money  (15.3%)   for  a  period  of  2  years 

and  limited  to  $100,000; 

3.  homeowner  disaster  loans  of  up  to  100%  of  uninsured 
damage  and  business  disaster  loans  of  up  to  85%  of 
uninsured  damage; 

4.  business  disaster  loans  in  amounts  up  to  $500,000 
under  sections  7(b)(1)   through  (3). 

The  Committee  agreed  that  the  diverse  non-physical  disaster 
lending  programs  should  be  consolidated  into  a  single  program 
providing  relief  to  small  concerns  directly  or  indirectly  adverse 
affected  by  Federal  Government  action. 

Certainly,  those  businesses  forced  to  relocate  or  alter 
operations  as  a  result  of  Federal  action  should  have  available  a 
Federal  Government  program  to  redress  the  injustice. 

(J)   EQUAL  ACCESS  TO  JUSTICE 

The  Committee  finds  it  necessary  to  make  technical  changes 
in  its  legislation  of  last  year,  the  Equal  Access  to  Justice  Act 
(P.L.  96-481,  Title  II)  to  more  closely  reflect  the  Committee's 
intent  for  H.R.  6429  as  ordered  reported. 

(K)   BUDGET  RECONCILIATION 

Under  the  provisions  of  H.  Con.  Res.   115,  the  Small  Business 
Committee  is  required  to  make  substantial  "savings"  in  fiscal 
years  1982-1984.     See  copy  of  letter  from  House  Budget  Committee 
Chairman  James  R.  Jones  attached. 


Ninety-Seventh  Congress 

®.g>.  Jfyovuit  of  fcepreaetttattbe* 

Committee  on  the  Budget 
JKBafifjmston,  ©.€.  20515 

May  15,  1980 


The  Honorable  Parren  J.  Mitchell 
Chairman,  Committee  on  Small  Business 
2361  Rayburn  House  Office  Building 
Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

Last  night  the  House  and  Senate  reached  conference  agreement  on  the 
First  Budget  Resolution  for  Fiscal  Year  1982  including  reconciliation  instructions 
to  15  House  Committees  totaling  $35.1  billion.    The  Committee's  recommendations 
for  meeting  the  reconciliation  targets  are  required  to  be  submitted  to  the 
Budget  Committee  by  June  12.    The  agreement  reached  for  your  Committee  includes: 

Fiscal  Year  1982     Fiscal  Year  1983     Fiscal  Year  1984 
BA  0  MP.  MP. 

Direct  spending  526        390  564        541  554  533 


In  addition,  the  conference  accepted  the  following  language  included 
in  the  House-passed  bill,  which  allows  the  reconciliation  target  to 
be  met  by  substituting  direct  spending  for  authorizations. 

Sec.  303.    In  order  to  give  the  committee  named  flexibility 
in  meeting  the  reconciliation  instructions,  a  committee 
may  at  its  option,  substitute  in  whole  or  in  part  reductions 
in  spending  authority  as  defined  by  section  401(c)(2)(C)  of 
Public  Law  93-344  for  reductions  specified  to  be  made  in 
authorizations  under  that  committee's  jurisdiction  in  order 
to  reduce  appropriations,  so  long  as  the  total  amount  of 
budget  authority  and  outlay  reductions  for  each  fiscal  year 
is  the  same  as  or  greater  than  the  amounts  assigned  to  that 
committee. 

If  your  staff  has  any  problems  or  questions  in  meeting  these  requirements 
please  have  them  contact  the  Budget  Committee  staff  person  who  has  been 
working  with  your  Committee. 

Sincerely, 


.  JONES 
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WHAT  THE  BILL  WOULD  DO 
(A)   BUSINESS  LENDING  PROGRAMS  AND  AUTHORIZATIONS 

The  following  is  a  comparison  of  the  Administration's  request 
(H.R.   2998  as  introduced  April  2,  1981)   and  certain  provisions  of 
title  XIII,  the  Small  Business  Budget  Reconciliation  and  Loan 
Consolidation/Improvement  Act  of  1981. 
1.     Loan  Consolidation 

SBA  requested  that  specific  programs  for  trade  adjustment 
loans  under  section  7(e),  handicapped  assistance  loans  under 
section  7(h),  economic  opportunity  loans  under  section  7(i),  and 
solar  and  energy  conservation  loans  under  section  7(  )  be  repealed 
and  consolidated  so  that  all  direct  loans,  except  disaster  (and 
specifically  including  development  company  loans) ,  would  be  made 
solely  pursuant  to  the  provisions  of  section  7(a).     Section  7(a) 
would  be  rewritten  into  general  purpose  language  but  specific 
provisions  would  be  retained  regarding  the  use  of  7(a)  loans  to 
provide  export  assistance  and  to  provide  financing  to  employee 
stock  ownership  plans  (ESOP's). 

Title  XIII  would  provide  that  these  programs  be  consolidated 
into  section  7(a)  and  that  all  other  loan  programs,  except  disaster, 
be  repealed;  however,  in  addition  to  the  export  assistance  and 
ESOP  loan  provisions  as  retained  in  the  SBA  request,  the  revised 
section  7(a)  would  also  contain  a  specific  enumeration  of  all  now 
permissable  uses  and  those  contemplated  under  the  consolidated 
program.     That  is,   in  addition  to  the  general  language,  section 
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7(a)  would  contain  provisions  specifying  that  this  program  can 
provide  assistance  to  homebuilders ,  to  handicapped,  for  economic 
opportunity,  for  energy  conservation,  to  development  companies, 
for  export  financing  and  for  ESOP's. 

2.  Maximum  Guaranteed  Loan 

SBA  requested  that  a  uniform  maximum  amount  of  a  guaranteed 
loan  be  established  and  that  it  be  increased  from  the  current 
amount  to  $750,000. 

Title  XIII  would  provide  a  uniform  limit  but  not  increase 
this  limit  beyond  $500,000  per  borrower  due  to  the  impact  of 
budgetary  constraints.     The  average  7(a)  guaranteed  loan  in  1980 
was  $123,300  and  thus  any  loan  made  at  the  $750,000  maximum  would 
essentially  deny  loan  assistance  to  two  average  borrowers  as  SBA 
even  at  the  $500,000  limit  must  deny  applications  due  to  lack  of 
budget  authority. 

3.  Direct  Loan  Interest  Rates 

SBA  requested  that  the  interest  rate  on  all  direct  loans  be 
increased  to  a  rate  equivalent  to  that  prevailing  in  private 
markets  (today's  prime  rate  of  20  percent  would  equate  to  about 
22  percent),  but  not  less  than  the  Treasury  rate  plus  1  percent. 

Title  XIII  would  provide  that  effective  October  1,  1981  the 
direct  loan  interest  rates  would  not  exceed  average  market  yield 
on  comparable  length  marketable  obligations  of  the  government, 
plus  an  additional  amount  as  determined  by  the  SBA  Administrator, 
but  not  exceeding  1  percent  per  year  (this  would  yield  15.3 
percent  presently) ,  except  that  loans  to  handicapped  individuals 
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or  to  organizations  for  the  handicapped  would  be  continued  at  a  3 
percent  interest  rate. 

4.  Maximum  Maturity 

SBA  requested  that  it  be  given  the  discretion  to  set  the 
term  of  loans  to  coincide  with  practices  in  the  private  markets, 
but  not  to  exceed  thirty  years. 

Title  XIII  would  provide  that  the  maximum  maturity  be  increased 
to  twenty-five  years  plus  construction  time.     It  is  noted  that 
the  private  markets  generally  do  not  make  loans  to  small  businesses 
in  excess  of  two  or  three  years  and  that  this  SBA  proposal  might 
actually  result  in  reducing  the  maximum  term. 

5.  Elimination  of  Reports  on  Energy  Conservation  Loans  and  Loans 
to  Assist  Low  Income  and  Disadvantaged  Individuals 

SBA  requested  that  these  reports  now  required  under  sections 
7(i)   and  7 (£)  be  eliminated. 

Title  XIII  would  provide  that  these  individual  reporting 
requirements  be  repealed  but  that  the  general  reporting  requirements 
of  section  10(b)  be  rewritten  to  include  these  matters. 

6.  SBA  Program  Levels/Budget  Savings 

SBA  requested  that  the  program  levels  for  each  of  their 
financial  assistance  programs  as  now  specified  in  the  Small 
Business  Act  be  repealed  and  that  SBA  be  permitted  complete 
discretion  as  to  the  amount  of  financial  assistance  to  be  provided 
by  its  programs. 
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Title  XIII  would  provide  that  the  amount  of  assistance  be 
specified  by  program  as  it  is  now  but  that  these  amounts  be 
readjusted  for  1982,  1983,  and  1984.     This  would  retain 
Congressional  control  of  program  direction. 

The  authorizations  for  fiscal  years  1982,  1983,  and  1984  in 
title  XIII  reflect  the  instructions  of  the  House  Budget  Committee 
to  effect  savings  of  approximately  $500  million  in  each  year. 

A  Budget  Committee  suggested  breakdown  of  accounts  in  order 
to  accomplish  the  savings  is  shown  on  the  following  Table. 
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Budget  Authority  &  Outlays 
($  in  millions ) 


Salaries  &  Expenses 


Baseline 

Savings 

Net 


1982 

B/A  Outlays 


252.618 
-25.0 
227 .618 


248 .805 

-23.0 

225-805 


1983 


B/A 


Outlays 


259.213  256.988 
-26.0  -26.0 
233.213  230.988 


1984 
B/A  Outlays 

265.646  264.189 
-27.0  -27.0 
238.646      237.  189 


Pollution  Control 


1982 

B/A  Outlays 


Baseline  0 
Savings  - 
Net  0 


-9.0 
-976 


1983 

B/A  Outlays 


■9.0 
-976 


1984 
B/A  Outlays 


Business  Loan  &  Investment  Fund 


Baseline 

Savings 

Net 


1982 

B/A  Outlays 


680.0  668.0 
-408.0  -304.0 
272.0  364.0 


1983 

B/A  Outlays 

750.0  734.0 
■386.0  -371  .0 
364.0  363.0 


B/A 


1984 
Outlays 


810.0  790.0 
■326.0  -314.0 
484.0  476.0 


Surety  Bond  Guarantees 


1982 

B/A  Outlays 


30.239 


Baseline 
Savings 

Net  32.61  30.239 

Real  Estate  Lease  Guarantees 


32.61 
32.61 


1982 

B/A  Outlays 


Baseline 

Savings 

Net 


4.0 

476" 


4.0 

47b~ 
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B/A  Outlays 
34.98  32.471 
34.98  32.471 


1983 

B/A  Outlays 


4.0 
"4T0- 


4.0 


B/A 

37.17 

37.17 


1984 

Outlays 

34.571 

34.571 


B/A 
4.0 


Outlays 
4.0 

T6  4T0~ 
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Total  Function  376  (above  5  accounts) 

1982  1983  1984 

B/A            Outlays              B/A  Outlays  B/A  Outlays 

Baseline        969-228        942.0M4       1,048.193  1,018.459  1, 116.816  1,084.76 

Savings        -433-0          -327 .0            -412.0  -397-0  -353-0  -341 .0 

Net                 536.228        615.044          636. 193  621 .459  763.816  743.76 


Disaster  Loan  Fund  -  Function  450 

1982  1983  1984 

B/A               Outlays  B/A  Outlays  B/A  Outlays 

Baseline            180.0               767-0  205-0  92.0  275.0  218.0 

Savings              -93.0               -63-0  -152.0  -144.0  -201.0  -192.0 

Net                      87.0               704.0  53-0  -52.0  74.0  26.0 


Grand  Total 


1982  1983  1984 

Outlays  B/A  Outlays  B/A  Outlays 


Baseline  1,149-228  1,709-044  1,253-193  1,110.459  1,391.816  1,302.76 
Savings  -52b. 0  -390-0  -564.0  -541 .0  -554.0  -533-0 

Net  623-228     1 ,319-044  689  -  193        569-459  837-816  769-76 
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7.     Salary  and  Expense  Levels 

SBA  requested  that  the  five  major  categories,  (procurement, 
management,  research  and  advocacy,  minority  enterprise,  and  data 
management)  some  with  subcategories,  which  specify  how  SBA  is  to 
spend  salaries  and  expenses  in  providing  assistance  be  repealed 
and  that  these  determinations  be  left  solely  to  SBA's  discretion. 

Title  XIII  would  provide  that  the  salary  and  expense  levels 
continue  to  be  specified  by  major  category  as  is  the  case  now  but 
with  adjustments  down  to  reflect  budgetary  constraints.  This 
would  retain  Congressional  control  over  the  amount  to  be  spent 
and  allow  Congressional  identification  of  priority  areas  for 
emphasis . 

(B)  BUSINESS  LENDING  FEATURES 

1.  Use  of  SBA  Loans  for  Refinancing 

Title  XIII  would  provide  specific  conditions  under  which  SBA 
loans  may  be  used  to  refinance  prior  indebtedness  and  that  loans 
for  such  purpose  be  limited  to  an  80  percent  guarantee  rather 
than  90  percent.     SBA  would  report  on  the  effectiveness  of  this 
provision  and  it  would  be  sunset  October  1,  1985.     This  provision 
was  included  by  the  Committee  in  last  year's  bill,  H.R.  6626, 
which  passed  the  House. 

2.  Guarantee  Fee 

Title  XIII  would  provide  that  financial  institutions  specifically 
be  prohibited  from  directly  passing  on  to  the  borrower  the  1 
percent  guarantee  fee  Which  SBA  imposes  on  the  bank.     This  provision 
was  included  by  the  Committee  in  last  year's  bill,  H.R.  6626, 
which  passed  the  House. 
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3.  Optional  Loan  Repayment  Plan 

Title  XIII  would  provide  that  at  the  election  of  all  parties 
to  a  7(a)   loan  (either  direct  or  guaranteed),  the  loan  may  have  a 
repayment  provision  which  provides  for  interest  only  payments, 
during  the  first  two  years  of  the  loan,   if  such  loan  has  a 
maturity  of  at  least  eight  years;  during  the  first  three  years  of 
the  loan,   if  the  loan  has  a  maturity  of  at  least  ten  years;  and, 
during  the  first  four  years  of  the  loan,   if  the  loan  has  a 
maturity  of  at  least  fifteen  years.     If  a  bank  or  other  participating 
lender  agrees  to  structure  the  repayment  schedule  as  described 
above,   it  could  obtain  a  one-time  fee  of  1  percent  of  the  loan 
principal  which  may  be  paid  directly  out  of  the  proceeds  of  the 
loan.     Your  Committee  notes  that  this  authority  is  in  addition  to 
SBA's  general  authority  to  set  loan  terms  and  conditions  and  that 
these  repayment  provisions  should  be  used  to  assist  small  business 
borrowers.     This  provision  was  in  H.R.   6626  which  passed  the 
House  last  year. 

4.  Extending  Term  of  Existing  Loans 

Title  XIII  would  authorize  SBA  to  agree  to  an  extension  of 
the  term,  or  refinancing  (if  it  results  in  an  extension  of  term) 
of  an  outstanding  SBA  7(a)   guaranteed  loan  if:     (1)   all  parties 
to  the  loan  so  agree;    (2)   the  extended  term  does  not  exceed  the 
maximum  term  of  a  SBA  7(a)   loan  permitted  by  law;   and   (3)  the 
extended  loan  or  refinancing  is  to  be  repaid  in  equal  installments 
of  principal  and  interest,  except  as  may  be  provided  for  under 
the  optional  loan  repayment  plan. 
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If  the  extended  loan  or  refinancing  results  in  a  new  term  of 
longer  than  ten  years,  the  lender  would  be  authorized  to  charge 
the  borrower  a  one-time  fee  of  1  percent  of  the  outstanding 
principal  of  the  loan. 

Your  Committee  again  notes  that  this  authority  is  in  addition 
to  SBA's  general  authority  to  set  loan  terms  and  conditions  and 
that  these  repayment  provisions  should  be  used  to  assist  small 
business  borrowers.     This  provision  was  included  by  the  Committee 
in  last  year's  bill,  H.R..  6626. 
5.     Percent  of  Loan  Guaranteed 

Under  existing  law,  the  SBA  has  authority  to  guarantee  up  to 
90  percent  of  a  loan  by  a  bank  or  other  institution.     Due  to 
budgetary  reductions  in  guaranteed  loan  program  levels  of  25 
percent,  many  SBA  offices  are  now  denying  guarantees  unless  the 
bank  is  willing  to  accept  a  70  percent  guarantee.     SBA  central 
office  is  considering  implementing  this  70  percent  maximum  guarantee 
limitation  by  emergency  regulation  on  a  national  basis.     The  net 
effect  may  be  to  completely  deny  financial  assistance  to  those 
who  need  it  most. 

Title  XIII  would  provide  that  guaranteed  loans  of  $100,000 
and  less  must  carry  at  least  a  90  percent  guarantee;  that  guaranteed 
loans  over  $100,000  up  to  about  $715,000  receive  a  guarantee  of 
between  70  percent  and  90  percent;  that  SBA  only  reduce  such 
guarantees  below  90  percent  on  a  case-by-case  basis;  and  that  SBA 
not  use  the  guarantee  percentage  as  a  test  of  giving  priority 
consideration.     Guaranteed  loans  over  some  $715,000  must  have  a 
guarantee  of  less  than  70  percent. 
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(C)   MISCELLANEOUS  AMENDMENTS 
6.     "Sunset"  Provisions  and  Reporting  Requirements 

The  new  refinancing  and  optional  loan  repayment  programs 
unless  extended,  would  expire  on  October  1,  1985. 

SBA  would  be  required  to  submit  two  separate  reports  to  the 
Congress  on  the  operation  of  its  7(a)   loan  program,  as  modified 
by  this  title.     The  first  report  would  be  due  by  February  28, 
1984;  the  second  one  year  later. 

Such  reports  would  contain  statistical  data  on  the  number, 
dollar  amount,  and  default  rates  of  loans  made  subject  to  the  new 
provisions  of  this  title  and  similar  data  for  loans  that  are  not 
affected  by  such  new  provisions. 

Title  XIII  would  be  effective  immediately  with  the  exceptions 
noted  herein. 

(D)   DISASTER  LENDING  AUTHORITIES 
Title  XIII  would  provide  that  beginning  with  fiscal  year 
1982  the  interest  rate  formula  used  for  SBA's  consolidated  7(a) 
program  with  one  exception  would  be  the  "comparable  maturities" 
formula.     This  would  yield  an  interest  rate  approximately  5 
percent  higher  than  the  present  formula.     Handicapped  loans  would 
be  the  only  exception,  continuing  at  3$  interest  rate. 

Title  XIII  would  provide  a  new  consolidated  7(b)(3)  economic 
injury/Federal  action  loan  program;  and  make  conforming  amendments 
to  the  Business  Loan  and  Investment  fund.     Section  7(g)  Water 
Pollution  Control  loans  would  be  terminated. 
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Title  XIII  would  change  7(b)(1)  physical  disaster  loan 
interest  rates  to:   5%  for  homeowners;  and  1%  for  businesses  not 
able  to  secure  financing  otherwise.     Homeowner  loans  would  be 
available  in  amounts  equal  to  1001  of  the  uninsured  damage;  and 
business  loans  in  amounts  equal  to  851  of  the  uninsured  damage. 

Additionally,  credit  worthy  borrowers  would  be  limited  to 
$100,000  for  a  two  year  term  and  at  an  interest  rate  of  15.3%. 

Under  provisions  of  this  title,  SBA  would  be  directed  to 
liquidate  sufficient  dollar  amounts  of  loans  made  under  the  Small 
Business  Act  to  provide  supplementary  funds  to  make  7(b)  physical 
disaster  and  economic  injury  loans  at  the  indicated  levels  for 
fiscal  years  1982-1984. 

(E)  P.L.   96-481,  TITLE  II 

Title  XIII's  amendment  to  Title  II  of  P.L.   96-481  would 
return  the  Equal  Access  to  Justice  Act  to  a  form  similar  to  that 
agreed  upon  by  the  Small  Business  Committee  in  May  of  last  year. 
Specifically,  the  amendment  restricts  the  use  of  the  Act  to 
business  owners  and  individuals  who  prevail  in  regulatory  or 
judicial  disputes  with  the  Federal  Government,  where  the  Federal 
Government  is  not  found  to  be  substantially  justified. 
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Section  13001  provides  that  this  title  may  be  cited  as  the  "Small 
Business  Budget  Reconciliation  and  Loan  Consolidation/ 
Improvement  Act  of  1981". 

Section  13002  amends  section  7(a)  of  the  Small  Business  Act  -  - 

(1)  It  authorizes  a  single  business  loan  program  under 
section  7(a)  consolidating  the  features  of  the  present 
six  loan  programs  7(e)   trade  adjustment  assistance; 

7(h) 

handicapped  assistance;   7(i)  economic  opportunity; 

7(|)  energy  conservation;  and  state  development  and  local 

development  company  loans. 

An  obsolete  program,  pool  loans  under  section  7(a)(5) 
through  7(a)(7)  of  the  Act,  is  eliminated. 

(2)  It  establishes  a  modified  interest  rate  for  all  but 
one  of  SBA's  direct  loans  based  on  the  market  yield  of  U.S. 
securities  with  maturities  comparable  to  such  loans,  plus 
up  to  one  percent.     Presently,  this  is  15.3  percent. 

The  exception  is  loans  to  handicapped  individuals  will  be 
available  at  3  percent  interest. 

SBA  guaranteed  loans  continue  at  a  "legal  and  reasonable" 
interest  rate  as  established  by  the  agency. 

(3)  The  SBA  guarantee  must  be  at  least  90  percent  if 
the  bank  lends  $100,000  or  less  and  from  70  percent  to 
90  percent  if  the  bank  lends  $100,000  to  approximately 
$715,000.     If  the  bank  lends  over  approximately  $715,000 
the  guarantee  must  be  less  than  70  percent. 

(207) 
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(4)  It  establishes  a  maximum  term  for  SBA  loans,  including 
renewals  and  extensions  of  25  years,  except  for  portions 

of  loans  used  to  acquire  real  estate,  or  for  construction, 
conversion  or  expansion  of  facilities  which  may  have  a 
longer  term. 

(5)  The  new  section  7(a)(8)  prohibits  the  lending 
institution  from  passing  through  SBA's  1  percent  guarantee 
fee  to  the  borrower. 

(6)  The  proposed  section  7(a)(6)(c)  of  the  Small  Business 
Act  provides  that  SBA  cannot  refuse  to  make  a  guaranteed 
loan  to  refinance  the  existing  indebtedness  of  a  small 
business  unless  -  - 

(a)  the  lender  is  in  a  position  likely  to  sustain  a  loss 
if  the  refinancing  is  not  provided; 

(b)  if  SBA  makes  the  new  loan,   it  will  be  in  a  position 
likely  to  sustain  part  or  all  of  the  loss  that  would  have 
otherwise  been  sustained  by  the  lender;  and 

(c)  the  refinancing  would  not  benefit  the  small  business 
concern . 

On  that  portion  of  the  guaranteed  loan  used  to  refinance 
the  existing  indebtedness,  SBA's  guarantee  is  limited  to  80 
percent.     SBA  cannot  delegate  its  authority  to  make  any 
determinations  under  these  new  provisions. 
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(7)  New  provisions  in  section  7(a)(9)  provide  that  at 
the  election  of  all  parties  to  an  SBA  loan  (either  direct 
or  guaranteed) ,  the  loan  may  contain  an  amortization 
schedule  which  provides  for  the  payment  of  interest  only 
during : 

(a)  the  first  2  years  of  the  loan,   if  the  maturity  is  at 
least  8  years; 

(b)  the  first  3  years  of  the  loan,   if  its  maturity  is  at 
least  10  years;  and 

(c)  the  first  4  years  of  the  loan,   if  its  maturity  is  at 
least  15  years. 

If  an  election  is  made  to  amortize  the  loan  as  described 
above,  the  bank  may  charge  the  small  business  1  percent  of 
the  loan  amount  for  its  agreement  to  accept  a  special 
amortization  schedule  for  repayment. 

(8)  Under  provisions  of  proposed  section  7(a) (10)  any 
SBA  guaranteed  loan  may  have  its  term  extended  or  may  be 
refinanced  in  such  a  way  to  result  in  an  extended  term, 

if  (a)   all  parties  to  such  loan  (i.e.,  SBA,  the  lender  and 
the  borrower)   so  agree;    (b)   the  extended  term  does  not 
exceed  the  maximum  term  allowed  under  law  for  SBA  guaranteed 
loans;  and  (c)   such  extended  loans  are  to  be  repaid  in 
equal  installments  of  principal  and  interest   (except  as 
may  be  allowed  under  the  special  amortization  provisions  of 
the  new  section  7(a)(5)). 
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If  the  extended  loan  or  refinancing  results  in  a  new  term 
of  longer  than  10  years,  the  lender  may  obtain  from  the 
borrower  an  additional  one-time  fee  of  1  percent  of  the 
outstanding  principal  of  the  loan. 

(9)     The  present  terms  of  handicapped  loans  and  energy 
assistance  loans  which  provide  "softer"  eligibility 
standards  are  preserved. 

Section  13003  preserves  those  definitions  now  found  in  the  Small 
Business  Act  which  are  necessary  to  indicate  Congressional 
intent  as  to  target  recipients  of  SBA  business  lending. 

Section  13004  amends  the  reporting  requirements  found  in  section 
10(b)  of  the  Small  Business  Act  to  require  monthly 
submissions  to  the  Small  Business  Committees  of  the  House 
and  Senate  of  data  on  all  business  lending  including 
breakout  of  data  on  HAL,  EOL,  Energy,  Development  Company, 
Export  Credit  and  ESOP's  as  set  out  under  sections 
7 (a) (12) - (17)  of  the  Act. 
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Section  13005  establishes  SBA  program  levels  and  salaries  and 
expenses  necessary  to  operate  these  programs. 

It  provides  in  subsection  20(b)  of  the  Act  the  following 
program  levels  for  fiscal  year  1982: 

(1)  7(a)  business  loans-$225  million  direct  and  immediat 
participation  and  $3,005  billion  in  deferred  participation 
loans  and  guarantees  of  debentures;  earmarking  for 

(a)  handicapped  assistance  loans-$15  million  direct  and 
immediate  participation  and  $5  million  guaranteed; 

(b)  economic  opportunity  loans-$45  million  direct  and 
immediate  participation  and  $50  million  guaranteed; 

(c)  solar  and  other  energy  conservation  loans-$10  million 
direct  and  immediate  participation  and  $15  million 
guaranteed;  and 

(d)  State  and  local  development  company  loans-$150  million 
in  guaranteed  loans  and  guarantees  of  debentures; 

(2)  small  business  investment  company  assistance-$35 
million  direct  and  $145  million  in  guarantees  of  debentures; 

(3)  surety  bond  guarantees  program-$1.2  billion; 

(4)  non-physical  disaster  loans  under  section  7(b)  (3) -$4 
million  in  loans,  guarantees  or  commitments;  and 

(5)  pollution  control  guarantees  program-$250  million  in 
guarantees . 
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Proposed  subsection  (c)  of  section  (20)  of  the  Act  provides 
for  a  total  authorization  for  fiscal  year  1982  of  $623,228  million 
to  operate  these  programs  and  to  provide  funds  for  all  Small 
Business  Administration  salaries  and  expenses. 

Of  the  $623,228  million  total  authorization:   $272  million  is 
for  the  business  loan  and  SBIC  programs;   $32.61  million  is  for 
the  surety  bond  guarantees  program;   $87  million  is  for  section 
7(b)   disaster  assistance;   $4  million  is  for  the  real  estate  lease 
guarantees  program;  and  $227,618  million  is  for  salaries  and 
expenses . 

Certain  SBA  activities  and  functions  are  singled  out  by 
providing  the  following  salaries  and  expenses  line  items 
authorizations  and  priorities: 

(1)  procurement  assistance-$12 . 526  million:  of  which  $2,318 
million  is  for  technical  assistance  and  of  this  sum  $903,000 
is  to  continue  to  develop  a  procurement  automated  source 
system  and  $175,000  is  to  develop  and  maintain  technology 
assistance  centers  having  access  to  at  least  thirty  technology 
data  banks  to  define  technology  problems  of  small  business. 

(2)  management  and  technical  assistance- $27 . 876  million  of 
which  not  less  than  $1.46  million  is  to  sustain  an  export 
development  program  and  counseling  services  for  the  Office 
of  International  Trade. 
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(3)  economic  research  and  analysis  and  advocacy- $ 5 . 668 
million:  of  which  $2,818  million  is  to  develop  an  effective 
advocacy  program  employing  at  least  sixty-nine  staff,  with 
priority  given  to  developing  an  indicative  small  business 
data  base  expending  not  less  than  $1  million. 

(4)  Office  of  Minority  Small  Business  and  Capital 
Ownership  Development- $22 . 566  million:   including  earmarking 
of  $10  million  for  7 (j )  functions;  and 

(5)  Program  evaluation  and  data  management- $11 . 546  million: 
and  SBA  is  directed  to  more  effectively  and  efficiently 
utilize  its  data  management  resources. 

Subsection  (d)   authorizes  the  Administrator  to  reallocate  no 
more  than  10  percent  of  the  levels  for  salaries  and  expenses  in 
paragraphs   (1)   through  (5)  of  section  20  (c) ;  however,  no 
program  level  in  these  paragraphs  may  be  increased  more  than 
20  percent  by  such  transfer. 
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It  provides  in  subsection  20(e)  of  the  Act  the  following 
program  levels  for  fiscal  year  1983: 

(1)  7(a)  business  loans-$225  million  direct  and  immediate 
participation  and  $3,005  billion  in  deferred  participation 
loans  and  guarantees  of  debentures;  earmarking  for 

(a)  handicapped  assistance  loans-$15  million  direct  and 
immediate  participation  and  $5  million  guaranteed; 

(b)  economic  opportunity  loans-$45  million  direct  and 
immediate  participation  and  $50  million  guaranteed; 

(c)  solar  and  other  energy  conservation  loans-$10  million 
direct  and  immediate  participation  and  $15  million 
guaranteed;  and 

(d)  State  and  local  development  company  loans-$150  million 
in  guaranteed  loans  and  guarantees  of  debentures; 

(2)  small  business  investment  company  assistance-$35 
million  direct  and  $145  million  guarantees  of  debentures; 

(3)  surety  bond  guarantees  program-$1.2  billion; 

(4)  non-physical  disaster  loans  under  section  7(b)(3)- 
$40  million  in  loans,  guarantees  or  commitments;  and 

(5)  pollution  control  guarantees  program-$250  million  in 
guarantees . 

Proposed  subsection  (f)  of  section  (20)  of  the  Act  provides 
for  a  total  authorization  for  fiscal  year  1983  of  $689,193  million 
to  operate  these  programs  and  to  provide  funds  for  all  Small 
Business  Administration  salaries  and  expenses. 
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Of  the  $689,193  million  total  authorization:   $364  million  is 
for  the  business  loan  and  SBIC  programs;   $34.98  million  is  for 
the  surety  bond  guarantees  program;   $53  million  is  for  section 
7(b)  disaster  assistance;  $4  million  is  for  the  real  estate 
lease  guarantees  program;  and  $233,213  million  is  for  salaries 
and  expenses. 

Certain  SBA  activities  and  functions  are  singled  out  by 
providing  the  following  salaries  and  expenses  line  items 
authorizations  and  priorities: 

(1)  procurement  assistance- $12 . 526  million:  of  which  $2,318 
million  is  for  technical  assistance  and  of  this  sum  $903,000 
is  to  continue  to  develop  a  procurement  automated  source 
system  and  $175,000  to  develop  and  maintain  technology 
assistance  centers  having  access  to  at  least  thirty  technology 
data  banks  to  define  technology  problems  of  small  business. 

(2)  management  and  technical  assistance-$33 . 876  million:  of 
which  not  less  than  $1.46  million  is  to  sustain  an  export 
development  program  and  counseling  services  for  the  Office 
of  International  Trade. 

(3)  economic  research  and  analysis  and  advocacy-$5 . 668 
million:  of  which  $2,818  million  is  to  develop  an  effective 
advocacy  program  employing  at  least  sixty-nine  staff,  with 
priority  given  to  developing  an  indicative  small  business 
data  base  expending  not  less  than  $1  million. 
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(4)  Office  of  Minority  Small  Business  and  Capital 
Ownership  Development- $22 . 566  million:  including  earmarking 
of  $10  million  for  7(j)   functions;  and 

(5)  Program  evaluation  and  data  management- $11 . 546  million: 
and  SBA  is  directed  to  more  effectively  and  efficiently 
utilize  its  data  management  resources. 

Subsection  (g)  authorizes  the  Administrator  to  reallocate  no 
more  than  10  percent  of  the  levels  for  salaries  and  expenses  in 
paragraphs  (1)  through  (5)  of  section  20  (f) ;  however,  no 
program  level  in  these  paragraphs  may  be  increased  more  than 
20  percent  by  such  transfer. 
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It  provides  in  subsection  20(h)  of  the  Act  the  following 
program  levels  for  fiscal  year  1984: 

(1)  7(a)  business  loans-$225  million  direct  and  immediate 
participation  and  $3,005  billion  in  deferred  participation 

and  guarantees  of  debentures;  earmarking  for 

(a)  handicapped  assistance  loans-$15  million  direct  and 
immediate  participation  and  $5  million  guaranteed; 

(b)  economic  opportunity  loans-$45  million  direct  and 
immediate  participation  and  $50  million  guaranteed; 

(c)  solar  and  other  energy  conservation  loans-$10  million 
direct  and  immediate  participation  and  $15  million 
guaranteed;  and 

(d)  State  and  local  development  company  loans-$150  million 
in  guaranteed  loans  and  guarantees  of  debentures; 

(2)  small  business  investment  company  assistance-$35 
million  direct  and  $145  million  guarantees  of  debentures; 

(3)  surety  bond  guarantees  program-$1.2  billion; 

(4)  non-physical  disaster  loans  under  section  7(b)  (3) -$40 
million  in  loans,  guarantees  or  commitments;  and 

(5)  pollution  control  guarantees  program-$250  million  in 
guarantees ; 

Proposed  subsection  (i)  of  section  20  of  the  Act  provides 
for  a  total  authorization  for  fiscal  year  1984  of  $837,816  million 
to  operate  these  programs  and  to  provide  funds  for  all  Small 
Business  Administration  salaries  and  expenses. 
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Of  the  $837,816  million  total  authorization:   $484  million  is 
for  the  business  loan  and  SBIC  programs;  $37,170  million  is  for 
the  surety  bond  guarantees  program;  $74  million  is  for  section 
7(b)  disaster  assistance;  $4  million  is  for  the  real  estate 
lease  guarantees  program;  and  $238,646  million  is  for  salaries 
and  expenses. 

Certain  SBA  activities  and  functions  are  singled  out  by 
providing  the  following  salaries  and  expenses  line  items 
authorizations  and  priorities: 

(1)  procurement  assistance-$12 . 526  million:  of  which  $2,318 
million  is  for  technical  assistance  and  of  this  sum  $903,000 
is  to  continue  to  develop  a  procurement  automated  source 
system  and  $175,000  to  develop  and  maintain  technology 
assistance  centers  having  access  to  at  least  thirty  technology- 
data  banks  to  define  technology  problems  of  small  business. 

(2)  management  and  technical  assistance-$38 . 876  million:  of 
which  not  less  than  $1.46  million  is  to  sustain  an  export 
development  program  and  counseling  services  for  the  Office 
of  International  Trade. 

(3)  economic  research  and  analysis  and  advocacy-$5 . 668 
million:  of  which  $2,818  million  is  to  develop  an  effective 
advocacy  program  employing  at  least  sixty-nine  staff,  with 
priority  given  to  developing  an  indicative  small  business 
data  base  at  not  less  than  $1  million. 
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(4)  Office  of  Minority  Small  Business  and  Capital 
Ownership  Development- $22 . 566  million:   including  earmarking 
of  $10  million  for  7(j)   functions;  and 

(5)  Program  evaluation  and  data  management- $11 . 546  million: 
and  SBA  is  directed  to  more  effectively  and  efficiently 
utilize  its  data  management  resources. 

Subsection  (j)  authorizes  the  Administrator  to  reallocate  no 
more  than  10  percent  of  the  levels  for  salaries  and  expenses  in 
paragraphs   (1)   through  (5)  of  section  20  (i) ;  however,  no 
program  level  in  these  paragraphs  may  be  increased  more  than 
20  percent  by  such  transfer. 

Section  13006  requires  the  SBA  to  submit,  by  February  28,  1984 
and  February  28,  1985  to  both  the  Senate  and  House  Committees  on 
Small  Business,  a  report  detailing  the  aggregate  number,  dollar 
value  and  default  rate  for  loans  made  under  the  new  provisions 
established  by  this  bill  and  a  comparison  of  such  data  for  loans 
made  without  regard  to  such  new  provisions. 

Section  13007  repeals  in  favor  of  the  new  consolidated  7(a) 
business  loan  program,  the  separate  trade  adjustment,  handicapped 
assistance,  economic  opportunity,  and  energy  conservation  and 
development  company  loan  programs. 

Section  13008  conforms  the  SBA's  Business  Loan  and  Investment 
Fund  provisions  to  the  new  law. 

Section  13009  makes  the  technical  amendments  necessary  to 
provide  State  and  Local  Development  Company  loans  under  the  terms 
and  conditions  of  section  7(a)  of  the  Act. 


220 


Section  13010  is  the  "sunset"  provision  for  the  trial  provisions 
in  section  7(a)  of  the  Act  which  provide  for  refinancing  of 
loans,  deferral  of  principal  repayments  and  extensions  of  terms 
of  loans  to  small  concerns. 

Section  13011  makes  this  Act  effective  upon  enactment  with 
the  exception  of  sections  13007,   13008,  13009,  13012,  13013  and 
13013  which  are  effective  October  1,  1981,  and  section  13009 
which  is  a  "sunset"  provision.     It  also  provides  that  notwithstanding 
its  effective  dates,  no  provisions  apply  retroactively  to  prejudice 
any  borrower  or  recipient  of  any  other  SBA  assistance. 

Section  13012  provides  that  beginning  with  fiscal  year  1982 
the  interest  rate  formula  used  for  SBA's  consolidated  7(a)  program 
with  the  one  exception  of  the  handicapped  loans  at  3%  interest 
rate  will  be  the  higher  "comparable  maturities"  formula  currently 
yielding  15.3%. 

Section  13013  provides  a  new  consolidated  7(b)(3)  economic 
injury/Federal  action  loan  program;  and  necessary  conforming 
amendments  to  the  Business  Loan  and  Investment  fund.  Section 
7(g)  Water  Pollution  Control  loans  are  terminated. 

Section  13014  provides  the  changes  to  SBA's  7(b)(1)  physical 
disaster  loans  to  homeowners  and  businesses  regarding  interest 
rates,  amount  and  term  of  loans,  making  such  changes  effective 
October  1,  1981,  for  disasters  occurring  after  that  date  only. 

Section  13015  directs  SBA  to  liquidate  sufficient  dollar 
amounts  of  loans  made  under  the  Small  Business  Act  to  provide 
supplementary  funds  to  make  7(b)(1)  physical  disaster  loans  and 
7(b)(2)  and  7(b)(3)  economic  injury  loans  at  the  indicated  levels 
for  fiscal  years  1982-1984. 
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Sections  13016  and  13017  amend  Title  II  of  P.L.  96-481,  the 
Equal  Access  to  Justice  Act,  and  restricts  the  use  of  the  Act  to 
business  owners  and  individuals  who  prevail  in  regulatory  or 
judicial  disputes  involving  $500  or  more  or  who  are  involved  in 
regulatory  flexibility  disputes  with  the  Federal  Government, 
where  the  Federal  Government  is  not  found  to  be  substantially 
justified. 

MATTERS  REQUIRED  TO  BE  DISCUSSED  UNDER  HOUSE  RULES 
In  compliance  with  clause  2(^)(2)  of  the  rule  XI  of  the 

House  of  Representatives,  the  following  statement  is  made  relative 

to  the  vote  on  the  motion  to  report  Title  XIII. 

A  majority  of  the  Committee  voted  in  person  and  was  actually 

present  and  the  motion  was  approved  by  a  recorded  vote  of  37  ayes 

and  1  nay. 

In  compliance  with  clause  2(_,f)(3)  of  the  rule  XI  of  the 
Rules  of  the  House  of  Representatives,  the  following  statements 
are  made : 

With  regard  to  subdivision  (A),  relating  to  oversight  findings, 
the  Committee  finds,   in  keeping  with  clause  2(b)(1)  of  rule  X, 
that  this  legislation  is  in  full  compliance  with  the  provision  of 
this  rule  of  the  House,  which  states: 

In  addition,  each  such  Committee  shall  review  and 
study  any  conditions  or  circumstances  which  may  indicate 
the  necessity  or  desirability  of  enacting  new  or 
additional  legislation  within  the  jurisdiction  of  that 
Committee.   *  *  * 
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With  regard  to  subdivision   (B) ,  relating  to  the  statement 
required  by  section  308(a)   of  the  Congressional  Budget  Act  of 
1974,  the  following  statement  is  made  relative  to  the  legislation: 
Section  3(a)(2)  of  the  Congressional  Budget 
Act  defines  the  term  "tax  expenditures"  as  those 
revenue  losses  attributable  to  provisions  of  the 
Federal  tax  laws  which  allow  a  special  exclusion, 
exemption,  or  deduction  from  gross  income  or  which 
provide  a  special  credit,  a  preferential  rate  of  tax, 
or  a  deferral  of  tax  liability. 

None  of  the  provisions  of  title  XIII  deals  with  taxation  and 
thus,  in  your  Committee's  opinion,  this  bill  does  not  provide  new 
or  increased  tax  expenditures. 

Section  3(a)(2)   of  the  Congressional  Budget  Act  defines  the 
term  "budget  authority"  as  authority  provided  by  law  to  enter 
into  obligations  which  will  result  in  immediate  or  future  outlays 
involving  Government  funds. 

Under  this  definition,   it  is  the  final  action  of  Congress 
that  authorizes  an  agency  to  enter  into  obligations  which  constitute 
new  budget  authority.     In  those  cases  which  entail   (1)  an 
authorization  for  an  agency  to  undertake  a  program;    (2)  an 
authorization  for  appropriation  of  funds  to  permit  that  agency  to 
enter  into  obligations;   and  (3)   an  actual  appropriation  of  such 
funds,   it  would  be  only  the  final  action  of  Congress  in  appropriating 
funds  which  constitutes  the  budget  authority. 
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None  of  the  provisions  of  title  XIII  appropriates  funds  and 
thus,  in  your  Committee's  opinion,  the  bill  does  not  provide  new 
budget  authority.     Accordingly,  no  comparison  of  budget  authority, 
outlays  or  tax  expenditures  or  5-year  projections  have  been  made. 

With  regard  to  subdivisions   (C)  and  (D) ,  the  cost  estimate 
of  the  Director  of  the  Congressional  Budget  Office  relative  to 
title  XIII  follows: 


224 


No  oversight  findings  or  recommendations  have  been  made  by 
the  Committee  on  Goverment  Operations  with  respect  to  the  subject 
matter  contained  in  title  XIII. 

In  compliance  with  clause  2(_^)(4)   the  Committee  concludes 
that  the  provisions  of  this  legislation  in  and  of  themselves  will 
have  no  inflationary  impact  on  prices  and  costs  in  the  operation 
of  the  national  economy. 

In  compliance  with  clause  7,  rule  XIII  of  the  House  of 
Representatives,  the  Committee  makes  the  following  statement: 
Existing  law  authorizes  these  SBA  programs  at 

higher  dollar  levels  than  are  provided  in  this  title. 

In  fact,  existing  law  authorizes  the  appropriation 

of  $4.1  billion  for  fiscal  years  1982-1984 

(excluding  physical  disaster  loan  needs)   and  this 

title  reduces  the  authorization  to  $2.1  billion 

(including  physical  disaster  loan  needs)  or  a 

savings  of  some  $2  billion. 

In  your  Committee's  opinion,  the  above  statements  fully 
comply  with  the  Rules  of  the  House  of  Representatives. 


CONGRESSIONAL  BUDGET  OFFICE 
U.S.  CONGRESS 
WASHINGTON,  D.C.  20515 


Alice  M.  Rivlin 
Director 


June  12,  1981 


Honorable  Parren  J.  Mitchell 
Chairman 

Committee  on  Small  Business 
U.S.  House  of  Representatives 
2361  Rayburn  House  Office  Building 
.  Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

Pursuant  to  Section  202  of  the  Congressional  Budget  Act  of  1974,  the 
Congressional  Budget  Office  has  prepared  the  attached  estimate  of  savings 
achieved  by  the  statutory  provisions  adopted  by  the  House  Committee  on 
Small  Business,  June  9,  1981.  The  estimates  reflect  the  fiscal  years  1982 
through  1984  effect  of  the  Committee's  legislative  proposals  on  the  federal 
budget.  The  Committee  on  the  Budget  will  be  responsible  for  interpreting 
how  the  savings  contained  in  these  legislative  proposals  measure  against  the 
resolution  reconciliation  instructions. 

Should  the  Committee  so  desire,  we  would  be  pleased  to  provide  further 
details  on  this  estimate. 


Sincerely, 


cc; 


Honorable  Joseph  M.  McDade 
Ranking  Minority  Member 
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The  estimated  change  to  the  baseline  resulting  from  the  legislative  pro- 
posals recommended  by  the  Committee  are  shown  below.  It  is  assumed  that 
sales  of  assets  in  both  the  business  loan  and  the  disaster  loan  programs 
would  be  required  in  order  to  support  the  program  levels  outlined  in  the  bill. 
The  sale  of  assets  would  offset  both  budget  authority  and  outlays  and  conse- 
quently are  not  reflected  in  these  estimates. 

(by  fiscal  years,  in  millions  of  dollars) 

1982  1983  1984 


969  1,048  1,116 

941  1,018  1,085 


-433  -412  -353 

-327  -397  -341 


Business  Programs 
Baseline 

Budget  Authority 

Outlays 

Change  to  Baseline 
Budget  Authority 
Outlays 


Disaster  Loan  Program 
Baseline 

Budget  Authority  180  205  275 

Outlays  767  92  218 

Changes  to  Baseline 

Budget  Authority  -93  -152  -201 

Outlays  -63  -144  -192 


SUMMARY  OF  COMMITTEE  ACTION 


Change  to  Baseline 
Budget  Authority 
Outlays 


-526 
-390 


-564 
-541 


-554 
-533 


TITLE  XIV  -  COMMITTEE  ON  VETERANS'  AFFAIRS 


Pursuant  to  the  reconciliation  instructions  contained  in  Title  III, 
Section  301(14)  of  the  First  Congressional  Budget  Resolution  for  Fis- 
cal Year  1982  (H.  Con.  Res.  115),  the  Committee  on  Veterans'  Affairs 
is  directed  to  report  changes  in  laws  within  its  jurisdiction  which 
provide  spending  authority  as  defined  in  section  401(c)(2)(C)  of 
Public  Law  93-444,  sufficient  to  reduce  budget  authority  by  $110 
million  and  outlays  by  $116  million  for  fiscal  year  1982 ;  $108  million 
in  budget  authority  and  $113  million  in  outlays  for  fiscal  year  1983; 
and  $106  million  in  budget  authority  and  $110  million  in  outlays  for 
fiscal  year  1984. 

Background 

In  his  budget  request  to  the  Congress,  submitted  March  10,  1981, 
President  Reagan  recommended  that  Congress  reduce  outlays  for  Vet- 
erans' Benefits  and  Services  by  $830.9  million  in  fiscal  year  1982. 

The  Committee  on  Veterans'  Affairs  met  on  March  26  to  consider 
the  President's  proposed  budget  reductions.  Following  a  comprehen- 
sive review  and  analysis  of  the  President's  budget  adjustments,  Chair- 
man G.  V.  (Sonny)  Montgomery  recommended  that  the  Committee 
accept  a  reduction  of  $351  million  in  budget  authority  and  $441.2  in 
outlays — about  one-half  the  total  reductions  proposed  by  the  Presi- 
dent. In  support  of  his  position  that  the  Committee  accept  some  of  the 
reductions  recommended  by  the  President,  Mr.  Montgomery  stated  at 
the  March  26  meeting : 

I  do  not  agree  with  all  of  the  reductions  proposed  by  the 
President.  I  cannot  accept  any  reduction  in  direct  health-care 
personnel  for  the  Department  of  Medicine  and  Surgery.  I 
cannot  accept  the  consolidation  of  wards  in  any  VA  hospital. 
At  a  time  when  we  know  the  staffs  at  most  VA  hospitals  are 
inadequate,  and  at  a  time  when  we  know,  and  have  docu- 
mented, that  eligible  veterans  who  need  care  and  treatment 
are  being  turned  away  from  some  medical  facilities,  we  can- 
not afford  to  lose  any  more  operating  beds,  or  take  further 
cuts  in  personnel. 

In  addition,  I  shall  oppose  any  attempt  to  consolidate  any 
function  of  the  58  regional  offices.  The  President  has  pro- 
posed a  consolidation  of  the  adjudication  and  loan  guaranty 
function  of  the  regional  offices  into  one  central  location.  In 
my  view,  if  this  is  done,  it  will  eventually  bring  about  the 
closing  of  some,  if  not  most,  of  the  existing  offices,  although 
the  administration  would  suggest  otherwise.  Under  the  Pres- 
ident's proposed  plan,  if  they  are  not  closed,  they  would  be 
a  regional  office  in  name  only.  There  would  be  nothing  left 
but  a  few  veteran  contact  personnel. 
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Having  said  this,  I  do  feel  there  are  some  reductions  pro- 
posed by  the  President  that  we  can  accept  without  a  serious 
adverse  impact  on  veterans.  I  feel  that  every  committee  must 
be  willing  to  assist  the  President  in  bringing  about  an  over- 
all reduction  in  Federal  spending.  I  don't  think  we  can  simply 
sit  here  and  say  we  are  unwilling  to  accept  any  cuts.  I  don't 
believe  the  overwhelming  majority  of  our  Nation's  veterans 
feel  that  we  can't  accept  any  cuts.  They  do  feel  the  reductions 
should  be  moderate  and  reasonable.  I  communicate  with  vet- 
erans in  my  state,  and  I  appear  before  them  many  times  each 
year  to  discuss  issues  that  affect  them.  There  is  no  question 
in  my  mind  that  the  overriding  issue  with  them  is  inflation. 
Veterans,  especially  those  drawing  compensation  and  pen- 
sion benefits,  know  what  impact  inflation  has  on  their  lives. 
They  want  Congress  to  reduce  the  Federal  budget,  even  if  it 
may  have  some  effect  on  their  benefits  and  services. 

I  think  we  have  a  responsibility  to  see  that  the  budget  is 
balanced,  and  I  don't  think  we  can  do  that  without  biting  the 
bullet  and  taking  positive  action  to  get  the  job  done.  I  per- 
sonally feel  an  obligation  to  help  bring  it  about.  As  the  Chair- 
man of  the  Committee,  I  feel  some  obligation  to  make  recom- 
mendations to  you  to  reduce  Federal  expenditures,  and  I  am 
prepared  to  do  so.  In  that  regard,  I  have  carefully  reviewed 
the  President's  proposals,  and  am  recommending  that  the 
Committee  accept  the  following  cost-saving  provisions  in 
fiscal  year  1982 : 

1.  Reduce  the  cost-of-living  compensation  rate  increase 
from  12.3  percent,  as  proposed  by  former  President  Carter, 
to  11.2  percent.  This  reduction  is  based  on  new  economic 
assumptions  since  President  Carter  submitted  his  budget  to 
the  Congress  in  January.  This  would  provide  a  savings  of 
$104  million  in  budget  authority  and  a  savings  of  $96.2  mil- 
lion in  outlays. 

2.  Terminate  flight  and  correspondence  training,  realizing 
a  reduction  of  $32  million  in  budget  authority  and  outlays. 

3.  Limit  non-service-connected  burial  benefits  to  those 
cases  where  the  adjusted  income  of  the  deceased  veteran  and 
spouse  did  not  exceed  $20,000  12  months  prior  to  the  veteran's 
death.  The  recommendation  is  the  same  as  that  which  passed 
the  House  last  year  when  we  were  directed  to  enact  cost- 
saving  legislation  totaling  $400  million.  According  to  the 
Congressional  Budget  Office  in  its  estimate  last  year,  enact- 
ment of  this  recommendation  would  result  in  savings  of  about 
$80  million  in  budget  authority  and  outlays.  This  recom- 
mendation is  not  among  the  President's  proposed  reductions. 

4.  Reduce  the  interest  subsidy  on  veterans'  insurance  policy 
loans.  This  would  realize  savings  of  $96  million  in  outlays. 

5.  Eliminate  presumptive  service-connection  for  class  II 
outpatient  dental  treatment  for  individuals  within  12  months 
from  date  of  discharge.  This  would  save  $32  million  in  budget 
authority  and  outlays. 

6.  Defer  certain  minor  construction  projects  at  a  savings 
of  $32  million  in  budget  authority  and  $8  million  in  outlays. 
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7.  Delay  certain  major  construction  from  1  to  2  years  at  a 
savings  of  $71  million  in  budget  authority  and  $91  million  in 
outlays. 

8.  Termination  of  the  education  loan  program  which  would 
realize  a  savings  of  $6  million  in  outlays.  This  provision  was 
not  recommended  by  the  President. 

All  of  these  proposed  reductions  would  result  in  savings  of 
$351  million  in  budget  authority  and  $441  million  in  outlays. 
This  is  roughly  one-half  of  the  amount  of  savings  proposed 
by  the  President.  The  main  difference  between  what  I  am 
recommending  to  the  Committee  and  that  proposed  by  Presi- 
dent Reagan  is  that  my  reductions  will  not  have  any  major 
impact  on  the  quality  and  quantity  of  health  care  to  be  pro- 
vided our  veterans  and  my  recommendations,  if  accepted  by 
the  Budget  and  Appropriations  Committees,  will  assure  that 
all  functions  at  our  58  regional  offices  will  be  continued  at  the 
current  level. 

Although  the  possibility  exists  that  the  Budget  Committee 
may  accept  more  of  the  cuts  proposed  by  the  President,  if  my 
recommendations  are  accepted,  in  my  view,  the  Budget  Com- 
mittee will  take  note  of  our  good  faith  efforts  to  help  reduce 
Federal  spending. 

In  the  eyes  of  the  Office  of  Management  and  Budget  and 
some  others,  my  cost-saving  proposals  do  not  go  deep  enough. 
To  others,  I'm  certain  my  recommendations  go  too  far.  I  think 
it  is  a  reasonable  compromise  and  I  offer  it  as  such. 

Following  extensive  debate,  the  Committee  adopted  Mr.  Montgom- 
ery's recommendations  and  submitted  its  report  to  the  Committee  on 
the  Budget  on  March  30, 1981. 

Committee  Action 

In  order  to  conform  with  the  reconciliation  instructions  of  the  First 
Concurrent  Budget  Resolution  for  Fiscal  Year  1982,  the  Committee 
on  Veterans'  Affairs  recommends  the  following  changes  in  title  38, 
United  States  Code: 

Terminate  Flight  and  Correspondence  Training  Programs 

Under  current  law  veterans  who  served  on  active  duty  for  more  than 
180  continuous  days,  any  part  of  which  occurred  after  January  31, 
1955,  but  before  January  1,  1977,  and  who  were  released  under  condi- 
tions other  than  dishonorable,  or  continue  on  active  duty,  are  eligible 
to  receive  education  and  training  benefits  under  the  Veterans  Read- 
justment Benefits  Act  of  1966,  as  amended. 

Flight  Training 

An  eligible  veteran  may  take  an  approved  course  of  flight  training 
generally  accepted  as  necessary  to  attain  a  recognized  vocational  ob- 
jective in  the  field  of  aviation  or  where  recognized  as  ancillary  to  the 
pursuit  of  another  vocation.  The  veteran  must  first  possess  a  valid 
private  pilot's  license  and  meet  the  necessary  medical  requirements. 
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Educational  assistance  allowance  for  flight  training  is  computed  at 
the  rate  of  60  percent  of  the  established  charges  for  tuition  and  fees 
which  non-veterans  are  required  to  pay.  Entitlement  will  be  reduced 
at  the  rate  of  one  month  for  each  $302  paid  to  the  veteran. 

Flight  training  as  a  part  of  an  approved  college  degree  program  is 
also  available. 

Correspondence  Program 

Eligible  veterans  may  also  pursue  a  course  of  education  through 
correspondence  programs  offered  by  various  institutions.  Allowance 
for  a  program  of  education  pursued  exclusively  by  correspondence 
and  paid  quarterly  is  computed  on  the  basis  of  70  percent  of  the  estab- 
lished charge  paid  by  nonveterans  for  the  same  course  or  courses. 
Entitlement  will  be  reduced  at  the  rate  of  one  month  for  each  $327 
paid  to  the  veteran. 

Committee  Recommendation 

Section  14001  of  the  bill  would  amend  title  38,  United  States  Code,  to 
terminate  authority  for  the  Veterans'  Administration  to  provide  edu- 
cational assistance  to  veterans  for  pursuit  of  flight  training  and  to 
veterans,  spouses,  and  surviving  spouses  to  pursue  correspondence 
training. 

This  legislative  "cost-saving"  proposal  is  contained  in  the  Presi 
dent's  proposed  budget  for  fiscal  year  1982. 

In  his  transmittal  letter  and  proposed  draft  bill  to  the  Speaker  of 
the  House  dated.  January  19,  1981,  proposing  that  the  current  law  be 
changed,  the  former  Administrator  of  the  Veterans'  Administration, 
Max  Cleland  said : 

It  is  the  position  of  the  Veterans'  Administration  that  the 
flight  and  correspondence  training  programs  have  not  met 
the  objective  of  providing  substantial  employment  for  those 
trained,  and  that  many  individuals  have  used  these  programs 
primarily  for  recreational  or  avocational  purposes.  This  posi- 
tion is  supported  by  three  studies  made  in  recent  years  con- 
cerning these  two  programs. 

In  March  1979,  the  General  Accounting  Office  surveyed  a 
representative  sample  of  veterans  who  had  completed  flight 
and  correspondence  courses  to  determine  whether  their  full- 
time  occupations  were  related  to  the  training  they  had  re- 
ceived under  the  GI  Bill.  In  his  report  of  August  24,  1979, 
the  Comptroller  General  stated  that,  upon  reviewing  a  ran- 
dom sample  of  recent  flight  trainees,  the  GAO  found  only 
about  16  percent  had  full-time  jobs  directly  related  to  such 
training.  Additionally,  the  GAO  study  showed  the  number 
of  veterans  who  had  taken  flight  training  under  the  GI  Bill 
substantially  exceeded  the  number  of  pilot  jobs  available  or 
expected  to  be  available  through  1985  and  that  the  benefit  cost 
ran  into  hundreds  of  millions  of  dollars. 

The  August  1979  GAO  report  also  showed  that  only  about 
34  percent  of  those  who  completed  correspondence  training 
had  full-time  jobs  directly  related  to  their  training  and  that 
the  overall  completion  rate  for  correspondence  training 
courses  was  less  than  50  percent. 
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A  second  audit  of  the  utilization  of  educational  assistance 
benefits  for  pursuit  of  flight  and  correspondence  courses  was 
conducted  between  November  1978  and  March  1979  by  the 
VA  Inspector  General.  In  his  September  1979  report,  the  VA 
Inspector  General  stated  that  57  percent  of  the  flight  students 
reviewed  were  found  to  be  using  the  training  avocationally. 
Additionally,  a  survey  of  veterans  who  had  completed  corre- 
spondence courses  disclosed  that  less  than  half  were  directly 
employed  in  the  field  for  which  they  trained. 

Thus,  these  two  studies  substantiated  the  findings  of  the 
July  11, 1978,  report  the  Veterans'  Administration  sent  to  the 
Congress  entitled,  "Study  of  Vocational  Objective  Programs 
Approved  for  Enrollment  of  Veterans."  That  report  con- 
tained data  which  revealed  that  flight  and  correspondence 
training  programs  were  not  achieving  their  intended  pur- 
pose— to  help  provide  a  source  of  continuing  substantial  pro- 
fessional employment  for  veterans  and  dependents.  For  ex- 
ample, the  1978  study  showed  that,  while  completion  rates  in 
flight  training  were  76  percent,  graduates  were  quick  to 
accept  very  limited,  part-time  employment  for  the  purpose  of 
receiving  free  or  reduced  rate  flying  rather  than  for  profes- 
sional employment.  Therefore,  while  the  placement  data  for 
flight  schools  appeared  high,  where  full-time  jobs  were  con- 
cerned, placement  statistics  were  significantly  lower.  Sim- 
ilarly, the  report  went  on  to  note  that  completion  statistics  for 
correspondence  courses  indicated  an  average  completion  rate 
for  vocational  courses  offered  by  correspondence  was  only  41 
percent. 

In  summary,  our  years  of  experience  in  administering  edu- 
cation programs  for  veterans  and  other  eligible  persons  con- 
vince us  that  flight  and  correspondence  courses  have  not  ful- 
filled their  intended  purpose  of  aiding  the  beneficiary  to 
adjust  to  his  or  her  changed  circumstances  by  providing  the 
training  required  for  employment.  It  is  our  conclusion  that 
the  ineffectiveness  of  these  programs,  along  with  the  poten- 
tial for  their  continued  misuse,  warrants  their  termination. 
Therefore,  we  strongly  urge  that  the  Congress  enact  our  pro- 
posal to  terminate  the  authority  for  the  VA  to  provide  educa- 
tional benefits  for  pursuit  of  these  training  courses. 

It  is  estimated  that  enactment  of  this  measure  would  result 
in  direct  benefits  cost  savings  in  fiscal  year  1982  of  $32  million 
and  in  direct  benefits  cost  savings  over  the  first  5  fiscal  vears 
of  $120.9  million. 

A  major  purpose  of  the  GI  Bill  is  to  assist  veterans  in  readjusting 
to  civilian  life.  Over  the  years,  there  have  been  a  number  of  changes 
in  the  law  intended  to  minimize  what  has  been  described  as  an  aim- 
less pursuit  of  education  and  training  goals.  For  example,  the  GI 
Bill  prohibits  courses  that  are  avocational  or  recreational  in  nature. 
In  this  regard,  two  programs  which  have  received  continuous  Com- 
mittee attention  to  determine  if  veterans  are  attaining  the  educational, 
vocational,  or  professional  goals  for  which  trained  or  educated  are 
flight  and  correspondence  courses  for  veterans. 
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For  several  years  the  administration  has  proposed  the  elimina- 
tion of  flight  and  correspondence  training  benefits  for  veterans.  These 
benefits  are  designed  to  enhance  readjustment  to  civilian  life  and  to 
provide  training  for  employment.  The  Veterans'  Administration,  how- 
ever, has  repeatedly  informed  the  Committee  that  its  experience  in 
administering  education  programs  for  veterans  and  their  dependents 
has  convinced  them  that  flight  and  correspondence  courses  have  not 
fulfilled  their  intended  purpose  of  aiding  the  veteran  or  dependents  to 
obtain  employment  for  which  they  were  trained. 

In  the  First  Concurrent  Budget  Resolution  on  the  Budget  for  Fiscal 
Year  1981  the  House  Budget  Committee,  after  stating  that  the  training 
for  these  two  programs  is  used  for  recreational  purposes  and  does  not 
lead  to  professional  full-time  employment,  recommended  that  both 
programs  should  be  eliminated  (H.  Rept.  96-857).  Subsequently,  the 
assistance  for  these  two  programs  was  reduced  by  P.L.  96-466,  the 
Education  and  Training  Amendments  of  1980. 

Again,  this  year  former  President  Carter  and  President  Reagan 
have  recommended  that  flight  and  correspondence  training  be  elimi- 
nated. Former  President  Carter  recommended  termination  effective 
after  September  30,  1981.  President  Reagan  would  terminate  these 
programs  after  June  30, 1981. 

The  Committee  does  not  necessarily  agree  with  the  views  of  the 
Veterans'  Administration  regarding  these  two  programs.  On  the  con- 
trary, the  Committee  has  consistently  held  that  these  two  programs 
should  be  available  for  the  remainder  of  the  life  of  the  present  GI  Bill, 
which  will  terminate  for  all  purposes  on  December  31, 1989.  The  Com- 
mittee has  not  acted  favorably  on  the  recommendation  to  eliminate 
these  two  programs.  However,  it  is  the  view  of  the  Committee,  that  in 
order  to  assist  the  President  in  his  efforts  to  reduce  total  Federal 
spending  in  fiscal  year  1982,  the  Committee  has  reluctantly  agreed  to 
the  President's  proposal  to  terminate  these  two  programs  effective 
after  September  30, 1981. 

The  Congressional  Budget  Office  estimates  that  enactment  of  this 
provision  will  result  in  cost  savings  of  $32  million  in  budget  authority 
and  outlays  in  fiscal  year  1982;  $28  million  in  budget  authority  and 
outlays  in  fiscal  year  1983;  and  $24  million  in  budget  authority  and 
outlays  in  fiscal  year  1984. 

Terminate  Education  Loan  Program 

Under  section  1798  of  title  38,  United  States  Code,  an  eligible  vet- 
eran or  person  may  borrow  up  to  $2,500  per  academic  school  year  to 
pursue  a  course  leading  to  a  standard  college  degree,  or  if  enrolled 
in  flight  training,  or  if  enrolled  in  a  course  leading  to  a  professional 
or  vocational  objective  which  requires  at  least  6  months  to  complete. 
The  program  is  designed  to  assist  veterans  and  eligible  dependents 
.  in  training  under  chapters  32,  34  and  35,  title  38,  United  States  Code, 
whose  education-related  expenses  exceed  their  resources.  It  is  an  interest 
bearing  loan  program  with  a  current  rate  of  7  percent  per  year. 

The  Veterans'  Administration  has  continued  to  experience  great 
difficulty  in  collecting  loans  that  have  matured.  Due  to  the  serious 
concerns  expressed  by  the  Committee,  the  agencv  changed  its  regula- 
tions to  limit  loans  to  those  students  attending  high  cost  institutions. 
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The  change  in  VA  regulations  strengthened  the  criteria  defining 
allowable  expenses  in  determining  financial  need  pursuant  to  Congressional 
intent  and  also  restricted  the  loans  to  veterans  attending  high  cost 
institutions. 

Although  overall  program  administration  has  improved  as  a  result 
of  these  changes,  VA  continues  to  experience  severe  problems  with 
loan  defaults.  According  to  recent  VA  data,  the  cumulative  loan  de- 
fault rate  jumped  from  44  percent  as  of  December  31, 1977,  to  65  per- 
cent as  of  September  30, 1980. 

Committee  Recommendation 

Section  14002  of  the  bill  would  prohibit  any  eligible  veteran  or  per- 
son from  enrolling  in  the  education  loan  program  on  or  after  Octo- 
ber 1,  1981. 

In  fiscal  year  1980  the  Veterans'  Administration  made  loans  to  7,846 
individuals  costing  $6,697,000.  In  fiscal  year  1982  it  is  estimated  that 
6,320  loans  would  be  made  at  a  cost  of  $6,350,000. 

At  a  time  when  the  House  has  directed  the  Committee  on  Veterans' 
Affairs  to  enact  legislative  "cost-savings"  totaling  $110  million  for  the 
next  fiscal  year,  and  with  the  default  rate  exceeding  64  percent  under 
this  program,  the  Committee  is  recommending  that  the  program  be 
discontinued  effective  October  1, 1981. 

The  Congressional  Budget  Office  estimates  that  the  enactment  of 
this  provision  will  result  in  savings  of  $6  million  in  outlays  in  fiscal 
year  1982 ;  $5  million  in  outlays  in  fiscal  year  1983 ;  and  $4  million  in 
outlays  in  fiscal  year  1984. 

Terminate  Outpatient  Dental  Treatment  for  Certain 
Veterans 

Section  612(a)  of  title  38,  United  States  Code,  as  limited  by  section 
612(b)(2),  authorizes  the  Veterans'  Administration  to  furnish  out- 
patient dental  services  and  treatment  and  related  dental  appliances  to 
veterans  for  dental  conditions  or  disabilities  which  are  service- 
connected  but  not  compensable  in  degree,  if  application  is  made 
within  1  year  of  discharge  or  release  or  within  1  year  of  correction  of 
a  previously  disqualifying  discharge.  These  are  dental  conditions 
which  did  not  result  from  service  trauma  and  are  not  related  to 
prisoner-of-war  status. 

This  "cost-saving"  provision  is  contained  in  the  President's  budget 
request  for  fiscal  year  1982. 

Those  now  receiving  such  outpatient  dental  treatment  are  generally 
veterans  whose  dental  conditions  existed  during  their  active  military 
duty  but  who  either  did  not  seek  or  receive  any  treatment  during  serv- 
ice or  who  began  but  did  not  complete  treatment  during  service.  These 
are  generally  dental  conditions  the  treatment  for  which  is  the  responsi- 
bility of  the  dental  services  of  the  Department  of  Defense  to  provide. 

In  his  transmittal  letter  and  proposed  draft  bill  submitted  to  the 
Speaker  of  the  House  on  January  19, 1981,  the  former  Administrator, 
Max  Cleland,  said: 

We  believe  that  it  is  inappropriate  for  the  VA  to  provide 
dental  services  for  these  minor  dental  conditions  which  should 
have  been  treated  in  service.  We  also  believe  that  some  limita- 
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tions  must  be  placed  on  eligibility  for  these  dental  services 
which  are  now  provided  irrespective  of  length  of  service,  so 
that  we  will  be  able  to  rechannel  our  scarce  resources  and 
concentrate  our  attention  on  outpatient  dental  care  for  vet- 
erans with  more  serious  service-connected  dental  conditions 
such  as  those  resulting  from  direct  service  trauma  or  prisoner- 
of-war  status ;  those  dental  needs  of  veterans  with  100  percent 
service-connected  disabilities;  those  whose  dental  conditions 
are  associated  with  and  are  aggravating  a  disease  or  injury 
incurred  or  aggravated  by  military  service ;  those  whose  dental 
care  was  initiated  but  not  completed  during  a  period  of  hos- 
pitalization and  those  elderly  veterans  of  the  Spanish  Ameri- 
can and  Indian  Wars.  It  is  estimated  that  enactment  of  the 
draft  bill  would  result  in  a  cost  avoidance  of  $32  million  in 
the  first  fiscal  year  and  $143  million  over  the  first  5  fiscal 
years. 

Committee  Recommendation 

Section  14003  of  the  bill  would  eliminate  outpatient  dental  treat- 
ment for  service-connected  noncompensable  dental  conditions  which 
are  unrelated  to  service  trauma  or  prisoner-of-war  status. 

The  Committee  concurs  with  the  Veterans'  Administration  that  the 
provision  of  dental  treatment  to  this  category  of  veterans  is  more 
properly  the  responsibility  of  the  Department  of  Defense.  It  should  be 
noted,  however,  there  is  no  evidence  that  the  Department  of  Defense 
has  any  intention  of  assuming  this  responsibility.  Unless  those  dis- 
charged after  the  effective  date  of  this  provision  are  treated  for  den- 
tal conditions  attributed  to  service  by  the  Department  of  Defense  prior 
to  their  discharge,  the  Veterans'  Administration  will  be  required  to 
spend  millions  of  dollars  in  the  adjudication  of  claims  for  service- 
connected  benefits  and  the  additional  costs  for  providing  lifetime  ben- 
efits to  those  who  are  successful  in  the  adjudication  of  their  claims 
could  be  substantially  more  than  the  current  cost  to  the  Federal 
Government. 

This  provision  would  become  effective  October  1, 1981. 

According  to  the  Congressional  Budget  Office,  it  is  estimated  that 
enactment  of  this  provision  would  result  in  "cost-savings"  of  $36  mil- 
lion in  budget  authority  and  outlays  in  fiscal  year  1982:  $38  million 
in  budget  authority  and  outlays  in  fiscal  year  1983 ;  and  $40  million 
in  budget  authority  and  outlays  in  1984. 

Limitation  on  Payment  of  Non-Service-Connected  Burial 
Benefits 

Under  current  law  the  Administrator  of  Veterans'  Affairs  shall  pay 
an  amount,  not  to  exceed  $300,  to  help  defray  the  burial  and  funeral 
expenses  of  a  veteran  who  dies  of  a  non-service-connected  disability. 
The  deceased  veteran  must  have  been  discharged  under  conditions 
other  than  dishonorable,  and  have  been  either  a  wartime  or  Korean 
Conflict  or  Vietnam  veteran ;  or  a  peacetime  veteran  entitled  to  service- 
connected  compensation  at  time  of  death  or  discharge  or  retired  for 
disability  incurred  in  line  of  duty.  In  addition,  the  benefit  may  be 
paid  if  a  veteran  dies  in  a  VA  medical  facility. 
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Payment  of  an  amount  not  exceeding  $150  is  also  authorized  to  be 
paid  as  a  plot  or  interment  allowance,  in  addition  to  the  $300  basic 
burial  allowance,  when  the  veteran  is  not  buried  in  a  national  cemetery 
or  other  cemetery  under  the  jurisdiction  of  the  U.S.  Government. 

Committee  Recommendation 

Section  14004  of  the  bill  would  limit  the  payment  of  burial  benefits 
(funeral  and  plot  allowances)  in  fiscal  years  1982,  1983  and  1984,  to 
cases  where  the  income  of  the  deceased  veteran  and  his  or  her  spouse, 
during  the  12-month  period  preceding  the  veteran's  death,  does  not 
exceed  $20,000. 

In  determining  income  for  benefit  purposes,  the  Administrator 
shall  make  his  determination  based  on  the  veteran's  taxable  income  in 
the  case  of  a  single  veteran  or  the  joint  taxable  income  in  the  case  of  a 
married  veteran  who  filed  a  joint  tax  return,  or  the  combined  taxable 
income  of  the  veteran  and  spouse  in  the  case  of  a  married  veteran  who 
filed  a  separate  tax  return  for  the  taxable  year  preceding  the  taxable 
year  in  which  death  occurred.  Taxable  income  will  be  the  income  as 
defined  in  section  63  of  the  Internal  Revenue  Code  of  1954,  as  amended. 

The  effective  date  of  this  provision  would  be  October  1, 1981. 

According  to  the  Congressional  Budget  Office,  the  enactment  of  this 
provision  would  result  in  a  reduction  of  $42  million  in  budget  author- 
ity and  outlays  in  fiscal  year  1982,  $42  million  in  1983  and  $i2  million 
in  1984. 
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SUBMISSION  OF  THE  COMMITTEE  ON  VETERANS'    AFFAIRS  TO  THE 
COMMITTEE  ON  THE  BUDGET  PURSUANT  TO  THE  RECONCILIATION 
INSTRUCTIONS    IN  SECTION  301(14)   OF  H.    CON.    RES.    115  (FIRST 
CONCURRENT  RESOLUTION  ON  THE  BUDGET-FISCAL  YEAR  1982) 
JUNE  10,  1981 


1  TITLE  XIV- -HOUSE  COMMITTEE  ON  VETERANS '  AFFAIRS 

2  REPEAL  OF  AUTHOR ! Tv    ^OR  PURSUIT  OF   FLIGHT  TRAINING  AND 

3  TRAINING  BY  CORRESPONDENCE 

4  SEC.  14001.   (a)(1)  Section  1631  of  title  38,  United 

5  States  Code,   is  amended  by  striking  out  subsection  (c). 

6  (2)  Section  1641  of  such  title  is  amended  to  read  as 
follows: 

3  ''§1641.  Requirements 

9  ''The  provisions  of  sections  1663,  1670,  1671,  1673, 


10  1674,  1676,  1683,  and  1691(a)(1)  of  this  title  and  the 

11  provisions  of  chapter  36  of  this  title  (with  the  exception 

12  of  sections  1777,  1780(b),  1787,   and  1798)  shall  be 

13  applicable  to  the  program. 1 ' . 

14  (b)(1)  Section  1652(c)  of  such  title  is  amended  by 

15  striking  out   ''correspondence  school,'*. 

16  (2)  Section  1662(c)  of  such  title  is  amended  by  striking 

17  out   ''or  flight  training  within  the  provisions  of  section 

18  1677  of  this  chapter, 11 . 

19  (3)  Section  1673(b)  of  such  title  is  amended  by  striking 

20  out   ''Except  as  provided  in  section  1677  of  this  title, 
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1  the''   and  inserting  in  lieu  thereof  ''The''. 

2  (4) (A)  Section  1677  of  such  title,  relating  to  flight 

3  training,   is  repealed. 

4  (B)  The  table  of  sections  at  the  beginning  of  chapter  34 

5  of  such  title  is  amended  by  striking  out  the  item  relating 

6  to  section  1677. 

7  (5)  Section  1681  of  such  title  is  amended-- 

8  (A)  in  subsection  (b),  by  striking  out   '',  other 

9  than  a  program  exclusively  by  correspondence  or  a 

10  program  of  flight  training, ' ' ;  and 

11  (B)  by  striking  out  subsection  (c)   (including  the 

12  center  heading  preceding  such  subsection) . 

13  (6)  Section  1682(a)(1)  of  such  title  is  amended  by 

14  striking  out   ''1677  or''. 

15  (7) (A)  Section  1684  of  such  title  is  amended  to  read  as 

16  follows: 

17  ''§1684.     Apprenticeship  or  other  on-job  training 

18  ' 'Any  eligible  veteran  may  pursue  a  program  of 

19  apprenticeship  or  other  on-job  training  and  be  paid  a 

20  training  assistance  allowance  as  provided  in  section  1787  of 

21  this  title. ' ' . 

22  (B)  The  item  relating  to  such  section  in  the  table  of 

23  sections  at  the  beginning  of  chapter  34  of  such  title  is 

24  amended  to  read  as  follows: 

'•1684.  Apprenticeship  or  other  on-job  training.1'. 


238 


1  (c)(1)  Section  1701(a)(6)  of  such  title  is  amended  by 

2  striking  out  1 1  correspondence  school ,  '  '  . 

3  (2) (A)  Section  1734  of  such  title  is  amended-- 

4  (i)  by  striking  out  1 1 (a) 1 ' ;  and 

5  (ii)  by  striking  out  subsection  (b). 

6  (B)  The  heading  for  such  section  is  amended  to  read  as 

7  follows: 

8  ''§1734.     Apprenticeship  or  other  on- job  training' ' . 

9  (C)  The  item  relating  to  such  section  in  the  table  of 

10  sections  at  the  beginning  of  chapter  35  of  such  title  is 

11  amended  to  read  as  follows: 

''1734.  Apprenticeship  or  other  on-job  training. 1 1 . 

12  (d)(1)  Section  1780  of  such  title  is  amended-- 

13  (A)  in  subsection  (a)-- 

14  (i)  by  striking  out   1 ' ,  other  than  a  program  by 

15  correspondence  or  a  program  of  flight  training,1'; 

16  (ii)  by  inserting  * 'or' '  at  the  end  of  clause 

17  (4); 

18  (iii)  by  striking  out  clause  (5);  and 

19  (iv)  by  redesignating  clause  (6)  as  clause  (5); 

20  (B)  by  striking  out  subsection  (b)   (including  the 

21  center  heading  preceding  such  subsection); 

22  (C)  by  redesignating  subsections  (c),   (d) ,   (e),  (f), 

23  and  (g)  as  subsections  (b) ,  (c),  (d) ,   (e),  and  (f), 

24  respectively;  and 
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1  (D)  by  striking  out   ''subsection  (d) ' '  in  subsection 

2  (d)  (as  so  redesignated)  and  inserting  in  lieu  thereof 

3  ' ' subsection  (c) '  •  . 

4  (2)  Section  1784  of  such  title  is  amended-- 

5  (A)  by  striking  out  1 'or,  in  the  case  of 

6  correspondence  training,  the  last  date  a  lesson  was 

7  serviced  by  the  school''   in  subsection  (a);  and 

8  (B)  by  striking  out  ''section  1780(d)(4)'*  in 

9  subsection  (c)  and  inserting  in  lieu  thereof  ''section 

10  1780(c)(4)". 

11  (3) (A)  Section  1786  of  such  title,  relating  to 

12  correspondence  courses,  is  repealed. 

13  (B)  The  table  of  sections  at  the  beginning  of  chapter  36 

14  is  amended  by  striking  out  the  item  relating  to  section 

15  1786. 

16  (4)  Section  1798  of  such  title  is  amended- - 

17  (A)  by  striking  out  ''correspondence,  or''  in 

18  subsection  (c);  and 

19  (B)  by  striking  out  ''section  1780(d)(4)''  in 

20  subsection  (f)(2)  and  inserting  in  lieu  thereof 

21  ' 'section  1780(c)(4) ' ' . 

22  (e)  Section  604(a)  of  the  Vietnam  Era  Veterans' 

23  Readjustment  Assistance  Act  of  1972  (38  U.S.C.  1712  note)  is 

24  amended  by  striking  out  ''(1)  eligible  to  pursue  a  program 

25  of  education  exclusively  by  correspondence  by  virtue  of  the 
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1  provisions  of  section  1786  of  such  title  (as  added  by 

2  section  316  of  this  Act)  or  (2)*'. 

3  (f)  The  amendments  made  by  this  section  shall  take 

4  effect  on  October  1,  1981. 

5  REPEAL  OF  EDUCATION  LOAN  PROGRAM 

6  SEC.  14002.     (a)  Section  1631  of  title  38,  United  States 

7  Code,  is  amended  by  striking  out  subsection  (d). 

8  (b)  Section  1662(a)  of  such  title  is  amended-- 

9  (1)  by  striking  out  ''(l)'*;  and 

10  (2)  by  striking  out  paragraph  (2). 

11  (c)(1)  Section  1686  of  such  title  is  repealed. 

12  (2)  The  table  of  sections  at  the  beginning  of  chapter  34 

13  of  such  title  is  amended  by  striking  out  the  item  relating 

14  to  section  1686. 

15  (d)  Section  1712  of  such  title  is  amended-- 

16  (1)  by  striking  out  subsection  (f);  and 

17  (2)  by  redesignating  subsection  (g)  as  subsection 

18  (f). 

19  (e)(1)  Section  1737  of  such  title  is  repealed. 

20  (2)  The  table  of  sections  at  the  beginning  of  chapter  35 

21  of  such  title  is  amended  by  striking  out  the  item  relating 

22  to  section  1737. 

23  (f)  Section  1798(a)  of  such  title  is  amended-- 

24  (1)  by  inserting  ' '(l)*'   after  ''(a)'';  and 

25  (2)  by  adding  at  the  end  the  following  new 
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1  paragraph: 

2  ''(2)  No  loan  may  be  made  under  this  subchapter  after 

3  September  30,  1981. ' 1 . 

4  (g)  Section  1799  of  such  title  is  amended- - 

5  (1)  by  striking  out  subsection  (b); 

6  (2)  by  redesignating  subsection  (c)  as  subsection 

7  (b)  and  by  striking  out  ''(1)''   in  such  subsection  and 

8  all  that  follows  through  1 '(2) ' ' ; 

9  (3)  by  redesignating  subsection  (d)  as  subsection 

10  (c);  and 

11  (4)  by  striking  out  subsection  (e). 

12  (h)  The  amendments  made  by  this  section  shall  take 

13  effect  on  October  1,  1981. 

14  TERMINATION  OF  CERTAIN  OUTPATIENT  DENTAL  TREATMENT 

15  SEC.  14003.   (a)  Section  612(b)  of  title  38,  United 

16  States  Code,   is  amended  by  striking  out  clause  (2)  and  by 

17  redesignating  clauses  (3)   through  (8)  as  clauses  (2)  through 

18  (7),  respectively. 

19  (b)  The  amendments  made  by  subsection  (a)   shall  apply 

20  with  respect  to  the  furnishing  of  outpatient  dental  services 

21  and  treatment  after  September  30,  1981. 

22  LIMITATION  ON  PAYMENT  OF  BUR 1 AL  ALLOWANCES   FOR  VETERANS 

23  DYING  DURING  FISCAL  YEARS  1982,   1983,  AND  1984 

24  SEC.   14004.   Benefits  may  not  be  paid  under  either 

25  section  902(a)  or  903  of  title  38,  United  States  Code,  in 
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1  the  case  of  an  individual  who  dies  during  the  period 

2  beginning  on  October  1,  1981,  and  ending  on  September  30, 

3  1984,  and  with  respect  to  whose  death  benefits  under  either 

4  such  section  may  otherwise  be  paid  if  the  individual's 

5  income  during  the  twelve-month  period  immediately  preceding 

6  the  individual's  death  exceeded  $20,000.   If  the  individual 

7  was  married  during  such  twelve-month  period,  the  income  of 

8  the  individual ' s  spouse  during  such  period  shall  be  included 

9  in  determining  the  income  of  the  individual  for  the  purposes 
10  of  this  section. 


CONGRESSIONAL  BUDGET  OFFICE 
U.S.  CONGRESS 
WASHINGTON,  D.C.  20515 


Alice  M.  Rlvlln 
Djrector 


June  15,  1981 


The  Honorable  James  R.  Jones 
Chairman 

Committee  on  the  Budget 
U.S.  House  of  Representatives 
Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

Pursuant  to  Section  202  of  the  Congressional  Budget  Act  of  1974,  the 
Congressional  Budget  Office  has  prepared  the  attached  cost  estimate  for 
Title  XIV,  House  Resolution  on  Budget  Reconciliation,  Provisions  Reducing 
Spending  in  Programs  Within  the  Jurisdiction  of  the  House  Committee  on 
Veterans'  Affairs. 

Should  the  Committee  so  desire,  we  would  be  pleased  to  provide 
further  details  on  the  attached  cost  estimate. 


Sincerely, 


Alice  M.  Rivlin 
Director 


cci 


The  Honorable  Delbert  L.  Latta 
Ranking  Minority  Member 


(243) 


244 


CONGRESSIONAL  BUDGET  OFFICE 
COST  ESTIMATE 

June  15,  1981 


1.  BILL  TITLE: 

Title  XIV,  House  Resolution  on  Budget  Reconciliation,  Provisions 
Reducing  Spending  in  Programs  Within  the  Jurisdiction  of  the  House 
Committee  on  Veterans'  Affairs. 

2.  BILL  STATUS: 

As  transmitted  to  the  House  Committee  on  the  Budget  by  the  House 
Committee  on  Veterans'  Affairs,  June  10,  1981. 

3.  BILL  PURPOSE: 

To  bring  the  expenditures  authorized  by  the  House  Committee  on 
Veterans'  Affairs  within  the  Reconciliation  target  for  that  Committee 
as  established  by  the  Congress. 

COST  ESTIMATE: 

(by  fiscal  years,  in  millions  of  dollars) 
1982  1983         1984         1985  1986 


Budget  Authority  -110  -108         -106  -62  -60 

Estimated  Outlays         -116  -113         -110  -65  -62 

The  savings  resulting  from  this  bill  fall  within  budget  function  700. 

5.     BASIS  FOR  ESTIMATE: 

Section  14001:  This  section  would  terminate  the  authority  of  the 
Veterans  Administration  (VA)  to  provide  educational  assistance  to 
veterans  and  servicepersons  for  the  pursuit  of  flight  training  and  to 
provide  assistance  to  veterans,  servicepersons,  spouses,  and  surviving 
spouses  to  pursue  correspondence  training. 

(by  fiscal  years,  in  millions  of  dollars) 

1982  1983         1984         1985  1986 


Reduction  in  Direct  Spending: 

Budget  Authority  -32  -28  -24  -20  -16 

Estimated  Outlays  -32  -28  -24  -20  -16 
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The  VA  has  estimated  that  in  fiscal  year  1982  there  would  be 
approximately  15,000  persons  in  flight  training  and  about  30,000  persons 
pursuing  correspondence  training.  The  cost  of  that  training  in  fiscal 
year  1982  is  estimated  to  be  $23  million  and  $9  million,  respectively.  It 
is  not  anticipated  that  a  significant  number  of  individuals  who  would 
take  flight  or  correspondence  training  under  current  law  would 
substitute  another  form  of  VA-assisted  training  if  these  programs  were 
eliminated.  Therefore,  the  savings  that  would  be  expected  to  result 
from  the  elimination  of  flight  and  correspondence  training  would  equal 
the  full  cost  of  the  programs  as  reflected  in  the  baseline. 

This  amendment  was  proposed  in  the  President's  budget  for  fiscal  year 
1982.  With  the  exception  of  a  difference  arising  from  different 
effective  dates,  the  CBO  estimate  of  savings  is  the  same  as  that  of  the 
Administration. 


Section  14002;  This  section  would  terminate  the  authority  of  the  VA  to 
make  education  loans  after  September  30,  1981  to  veterans  and  other 
eligible  persons  training  under  Chapters  32,  34  or  35  (title  38,  U.S.C.) 

(by  fiscal  years,  in  millions  of  dollars) 

1982  1983         1984         1985  1986 

Reduction  in  Direct  Spending; 

Budget  Authority  0  0  0  0  0 

Estimated  Outlays  -6  -5  -4  -3  -2 

The  estimated  reduction  in  outlays  shown  above  represents  the  outlays 
anticipated  for  new  loans  under  current  law,  net  of  the  repayments  that 
would  be  collected  from  those  loans. 

This  provision  was  contained  in  the  resolution  reported  by  the  Senate 
Committee  on  Veterans'  Affairs  for  the  purposes  of  Reconciliation. 
The  Senate  provision,  however,  would  be  effective  one  year  later  than 
the  provision  above.  Except  for  the  changes  resulting  from  the 
different  effective  dates,  the  savings  estimate  shown  above  does  not 
differ  from  the  estimate  of  the  Senate  provision. 
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Section  14003:  This  section  would  eliminate  outpatient  dental  care  for 
service-connected,  non-compensable  dental  conditions  that  are 
unrelated  to  service  trauma  or  prisoner-of-war  status. 

(by  fiscal  years,  in  millions  of  dollars) 

1982  1983         1984         1985  1986 

Reduction  in  Direct  Spending;  J. / 

Budget  Authority  -36  -38  -40  -42  -44 

Estimated  Outlays  -36  -38  -40  -42  -44 

In  the  estimate  above,  the  number  of  affected  individuals  is  assumed  to 
decline  by  2  percent  a  year  based  on  trends  in  the  number  of 
separations  from  service.  Of  the  average  cost  for  treatment  by  VA 
staff  dentists,  33  percent  is  assumed  to  be  fixed  and,  therefore,  would 
not  be  affected  by  a  decline  in  caseload.  An  average  cost  for 
treatment  by  private  dentists  on  a  fee-for-service  basis  was  obtained 
from  the  VA  budget.  Both  average  cost  figures  were  inflated  in  the 
out-years  by  CBO's  forecast  of  increases  in  the  cost  of  medical 
services. 

This  amendment  was  proposed  in  the  President's  budget  for  fiscal  year 
1982.  The  Administration's  estimate  of  the  savings  that  would  result  is 
shown  below. 

(by  fiscal  years,  in  millions  of  dollars) 
1982  1983         1984         1985  1986 

Administration  Estimate; 

Budget  Authority  -32  -34  -36  -38  -40 

Estimated  Outlays  -32  -34  -36  -38  -40 

The  difference  between  CBO's  estimate  and  that  of  the  Administration 
results  from  CBO's  opinion  that  historical  caseload  trends  in  this 
program  indicate  a  slightly  higher  number  of  cases  would  apply  for 
treatment  under  current  law  than  are  reflected  in  the  Administration's 
estimate. 


1/  It  is  CBO's  understanding  that  the  House  Budget  Committee  will 
credit  the  savings  from  this  provision  against  the  Reconciliation 
target  for  direct  spending,  because  the  dental  care  benefits 
addressed  are  entitlements.  However,  the  costs  of  all  VA  medical 
and  dental  services  are  paid  from  the  Medical  Care  account,  which 
is  funded  at  the  discretion  of  the  Appropriations  Committees.  For 
this  reason,  CBO  traditionally  shows  any  changes  to  entitlements 
within  the  Medical  Care  account  as  changes  to  authorization 
levels. 
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Section  14004;  This  section  would  limit  the  payment  of  non-service- 
connected  funeral  and  plot  allowances  to  cases  where  the  taxable 
income  of  the  deceased  veteran  and  his/her  spouse  does  not  exceed 
$20,000  in  the  12-month  period  preceeding  the  veteran's  death.  This 
provision  would  only  be  effective  during  fiscal  years  1982,  1983  and 
1984. 

(by  fiscal  years,  in  millions  of  dollars) 
1982  1983         1984         1985  1986 

Reduction  in  Direct  Spending; 

Budget  Authority  -42  -42  -42  0  0 

Estimated  Outlays  -42  -42  -42  0  0 

The  1973  Current  Population  Survey  data  tape,  which  shows  individual 
and  family  income  by  source,  was  matched  against  the  Social  Security 
longitudinal  file,  from  which  male  deaths  can  be  determined.  From  this 
match  run  it  was  possible  to  accertain  the  income  in  1973  of  males  who 
died  in  1974.  According  to  this  data,  29.7  percent  of  such  males  had 
family  incomes  in  excess  of  $20,000  (deflated  to  1973  dollars)  in  the 
year  prior  to  their  deaths.  Since  all  war  veterans  are  eligible  for  burial 
benefits,  it  was  assumed  that  their  income  characteristics  would  not 
vary  significantly  from  those  of  all  males  in  the  population.  The 
savings,  therefore,  represent  29.7  percent  of  the  projected  expenditures 
for  non-service-connected  burial  benefits. 


6.     ESTIMATE  COMPARISON; 


Where  applicable,  comparisons  with  Administration  estimates  are  shown 
by  section  under  "Basis  for  Estimate." 

7.  PREVIOUS  CBO  ESTIMATE: 

Where  applicable,  previous  CBO  estimates  are  discussed  by  section 
under  "Basis  for  Estimate." 

8.  ESTIMATE  PREPARED  BY:  K.W.  Shepherd,  E.A.  Peden  (225-7766) 


ESTIMATE  APPROVED  BY: 


Of*  3ames  L.  Blum 
*S     Assistant  Director 

for  Budget  Analysis 


TITLE  XV  -  COMMITTEE  ON  WAYS  AND  MEANS 


97th  Congress  )  HOUSE  OF  REPRESENTATIVES  j     Rei>t.  97- 

lst  Session      j   \  143  Part  1 


EXPENDITURE  REDUCTIONS  UNDER  BUDGET 
RECONCILIATION  PROCESS 


June  12,  1981. — Ordered  to  be  printed 


Mr.  Rostexkowski,  from  the  Committee  on  Ways  and  Means, 
submitted  the  following 

REPORT 

[To  accompany  H.R.  3850  which  on  June  9,  1981,  was  referred  jointly  to  the 
Committee  on  Ways  and  Means  and  the  Committee  on  Energy  and  Commerce] 

[Including  cost  estimate  of  the  Congressional  Budget  Office] 

The  Committee  on  Ways  and  Means,  to  whom  was  referred  the  bill 
(H.R.  3850)  to  make  expenditure  reductions  in  accordance  with  the 
budget  reconciliation  process,  having  considered  the  same,  report  fa- 
vorably thereon  with  amendments  and  recommend  that  the  bill  as 
amended  do  pass. 

The  amendments  (stated  in  terms  of  the  page  and  line  number  of  the 
introduced  bill)  are  as  follows: 

Page  12,  line  5,  strike  out  the  quotation  marks  and  final  period. 
Page  12,  after  line  5,  insert  the  following  new  subsection : 

(d)  (1)  Notwithstanding  any  other  provision  of  this  Act 
or  other  Federal  law,  if  the  benefit  year  of  a  worker  ends 
within  an  extended  benefit  period,  the  number  of  weeks  that 
would,  but  for  this  subsection,  be  in  that  extended  benefit 
period  after  the  close  of  the  benefit  year  shall  be  reduced 
(but  not  below  zero)  by  the  number  of  weeks  for  which  the 
worker  was  entitled,  during  such  benefit  year,  to  trade  read- 
justment allowances  under  section  232(a).  For  purposes  of 
this  paragraph,  the  term  'benefit  year'  and  'extended  benefit 
period'  shall  have  the  same  respective  meanings  given  to  them 
in  the  Federal-State  Extended  Unemplovment  Compensa- 
tion Act  of  1970. 

(2)  The  Secretary  of  Labor  may  not  certify  any  State  law 
for  purposes  of  section  3304  of  the  Internal  Revenue  Code 
of  195-4  unless  he  determines  that  such  law  is  in  compliance 
with  paragraph  ( 1 ) . 
Page  65,  in  the  table  of  contents  for  title  III,  strike  out  the  item 
relating  to  section  330. 

Page  110,  strike  out  ilne  9  and  all  that  follows  down  through  page 
111,  line  9.  *   P  8 
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I.  SUMMARY 


H.R.  3850  contains  budget  reconciliation  recommendations  of  the 
Committee  on  Ways  and  Means  which  the  Committee  is  required  to 
report  by  June  12,  1981,  pursuant  to  the  conference  report  on  the 
First  Budget  Resolution  (H.  Con.  Res.  115)  for  Fiscal  Year  1982. 
Subsections  15(A)  and  15(B)  of  section  301  of  H.  Con.  Res.  115,  the 
First  Concurrent  Budget  Resolution  for  Fiscal  Year  1982,  require 
the  Committee  On  Ways  and  Means  to  report  specific  recommendations 
by  June  12, 1981,  which  reduce  spending  for  both  entitlement  and  non- 
entitlement  programs  as  follows:  (1)  $9,241  billion  in  fiscal  year  1982. 
(2)  $10,559  billion  in  fiscal  year  1983;  and  (3)  $11,248  billion  in  fiscal 
year  1984.  H.R.  3850  provides  spending  reductions  of  approximately 
$9.3  billion  for  fiscal  year  1982  with  respect  to  programs  within  the 
jurisdiction  of  the  Committee  on  Ways  and  Means. 

A.  TITLE  I:  TRADE  ADJUSTMENT  ASSISTANCE 

Title  I  consists  of  three  parts  amending  the  trade  adjustment  assist- 
ance programs  for  workers,  firms,  and  communities  under  Title  II 
of  the  Trade  Act  of  1974  (Public  Law  93-618).  The  amendments  re- 
flect Administration  proposals  in  nearly  all  respects. 

Worker  Trade  Adjustment  Assistance  (Part  A) 

Under  existing  law,  petitioning  groups  of  workers  are  certified  by 
the  Secretary  of  Labor  as  eligible  to  apply  for  worker  adjustment 
assistance  if  (1)  a  significant  number  or  proportion  of  the  workers 
in  the  firm  or  appropriate  subdivision  of  the  firm  have  been,  or  are 
threatened  to  be,  totally  or  partially  laid  off ;  (2)  sales  and/or  produc- 
tion of  the  firm  or  subdivision  have  decreased  absolutely;  and  (3) 
increased  imports  of  articles  like  or  directly  competitive  with  articles 
produced  by  the  firm  or  subdivision  "contributed  importantly"  to  the 
actual  or  threatened  layoffs  and  to  the  sales/production  decline. 

Individual  certified  workers  who  meet  the  26  of  52  week  preceding 
layoff  employment  requirement  are  eligible  for  trade  readjustment 
allowance  (TRA)  payments  supplementing  unemployment  insurance 
(UI)  for  up  to  52  weeks  of  unemployment.  The  weekly  TRA  payment 
is  70  percent  of  the  worker's  previous  gross  weekly  wage,  not  to  exceed 
the  average  weekly  manufacturing  wage  (currently  $289),  reduced 
by  the  worker's  UI  entitlement  and  50  percent  of  any  earnings. 
Workers  may  receive  up  to  26  weeks  additional  benefits  if  in  training 
or  age  60  or  over  at  time  of  layoff.  Supplemental  training  assistance 
and  job  search  and  relocation  allowances  are  also  available  and  the 
Secretary  may  provide  employment  services  and  approve  training. 

The  major  amendments  in  the  trade  adjustment  assistance  program 
for  workers  under  Part  A  of  Title  I  of  the  bill  are  as  follows: 
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1.  The  causal  link  between  increased  imports  and  worker  layoffs  and 
production/sales  declines  in  the  worker's  firm  or  subdivision  is 
strengthened  from  the  f  resent  "contributed  importantly"  standard 
to  the  "substantial  cause"  standard  used  for  industry-wide  import 
relief. 

2.  Certain  weeks  of  employer-authorized  leave  or  disability  covered 
by  workmen's  compensation  will  be  counted  toward  the  minimum  pre- 
layoff  employment  requirement ;  the  UI  extended  benefit  "suitable 
work"  test  is  applied  to  eligibility  for  TEA  payments  but  not  to  other 
assistance. 

3.  TRA  benefits  are  reduced  to  State  UI  levels  for  a  maximum  dura- 
tion of  52  weeks  of  UI  and  TRA  combined,  payable  only  upon  exhaus- 
tion of  UI  during  the  worker's  most  recent  benefit  period;  payments 
are  limited  to  weeks  of  unemployment  more  than  60  days  after  the 
petition  is  filed  and  during  the  52  weeks  after  exhaustion  of  regular 
UI ;  an  additional  26  weeks  of  TRA  benefits  will  be  available  to  workers 
in  training,  but  not  to  older  workers. 

4.  Supplemental  training  assistance  and  job  search  and  relocation 
allowances  are  increased. 

5.  Training  is  made  an  entitlement  if  certain  conditions  exist;  not 
less  than  $112  million  is  authorized  in  each  of  fiscal  years  1982  and  1983 
for  training,  job  search  and  relocation  allowances  and  program  evalua- 
tion. 

Firm  and  Community  Trade  Adjustment  Assistance  (Parts  B 

and  C) 

Under  existing  law,  individual  firms  may  receive  technical  and/or 
financial  assistance  if  they  meet  the  same  certification  criteria  described 
above  for  workers  and  develop  an  economic  adjustment  plan  approved 
by  the  Secretary  of  Commerce. 

Part  B  of  the  bill  amends  the  criteria  for  firm  certification  to  con- 
form to  the  stricter  import  causation  standard  adopted  for  workers. 
Other  modifications  were  necessary  to  preserve  the  existing  program 
upon  its  transfer  within  the  Commerce  Department  from  the  Eco- 
nomic Development  Administration  to  the  International  Trade  Admin- 
istration, including  authority  for  pre-certification  and  industry-wide 
technical  assistance.  Minor  amendments  make  loan  guarantees  more 
attractive  to  private  lenders  and  provide  greater  flexibility  in  their  in- 
terest rate.  Part  C  of  the  bill  repeals  the  trade  adiustment  assistance 
program  for  communities,  which  has  never  been  utilized. 

The  worker  and  firm  programs  are  reauthorized  for  one  year,  to 
terminate  September  30, 1983. 

B.  TITLE  II:  FEDERAL  OLD  AGE,  SURVIVORS,  AND  DIS- 
ABILITY INSURANCE  PROGRAM 

Phase  Out  Student  Benefits  for  Postsecondary  Students 

Under  current  law.  monthly  cash  benefits  are  paid  to  the  children  of 
an  insured  worker  when  the  worker  retires,  becomes  disabled,  or  dies. 
Because  of  a  provision  added  in  1965  a  child's  benefits  may  continue 
after  age  18  and  up  until  age  22  as  long  as  the  beneficiary  can  establish 
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that  he  is  attending  high  school,  college,  or  vocational  school  on  a  full- 
time  basis.  Benefits  can  continue  for  several  months  beyond  age  22 
(until  the  end  of  the  school  term)  if  the  student  has  not  yet  completed 
his  four-year  college  degree. 

The  Committee  approved  a  proposal  to  eliminate  the  social  security 
student  benefit  for  post-secondary  students  age  18-22  who  first  enroll 
in  postsecondary  school  after  December  1982. 

Children  aged  18-22  currently  receiving  benefits  as  full-time  stu- 
dents as  well  as  those  enrolled  in  post-secondary  school  before  January 
1983  could  continue  to  receive  benefits  until  age  22,  but  would  be  pre- 
cluded from  receiving  future  benefit  increases  after  the  1981  increase, 
and  would  receive  no  payments  during  the  summer  months,  June 
through  August,  except  where  the  student  is  enrolled  in  a  full-time 
summer  school  program  beginning  in  1982.  Also,  children  over  18 
would  continue  to  receive  benefits  until  completion  of  their  elementary 
or  secondary  education. 

Termination  of  Mothers'  and  Fathers'  Benefits  When  Child 
Attains  Age  16 

Under  current  law,  monthly  cash  benefits  are  paid  to  mothers  or 
fathers  caring  for  a  child  receiving  social  security  benefits  until  the 
child  attains  age  18.  The  Committee  would  end  entitlement  to  benefits 
for  mothers  and  fathers  when  the  child  attains  age  16. 

The  provision  would  not  apply  in  the  case  of  a  parent  caring  for  a 
disabled  child  aged  16  or  over.  The  provision  would  be  effective  with 
respect  to  current  beneficiaries  only  at  the  end  of  two  years  after  the 
month  of  enactment,  but  would  be  effective  for  parents  becoming  newly 
entitled  in  or  after  the  second  month  after  enactment. 

Eliminate  the  Social  Security  Minimum  Benefit  for  Newly 
Entitled  Beneficiaries 

Under  existing  law,  social  security  beneficiaries  whose  average  life- 
time earnings  in  covered  employment  are  low  receive  a  "minimum 
benefit"  which  is  higher  than  the  benefit  they  would  otherwise  receive 
under  the  benefit  computation  formula.  (Low  average  earnings  can 
result  from  work  at  low  wages  or  from  a  few  years  attachment  to  the 
program.)  The  1977  amendments  "froze"  the  initial  minimum  benefit 
at  $122  per  month  for  persons  who  reach  age  62,  become  disabled,  or 
become  eligible  for  survivor  benefits  after  1978 ;  once  they  are  on  the 
benefit  rolls,  these  beneficiaries  receive  the  cost-of-living  increases  pay- 
able to  all  social  security  beneficiaries.  Beneficiaries  who  turned  62,  be- 
came disabled,  or  became  newly  eligible  for  survivor  benefits  in  1978 
or  earlier,  receive  whatever  minimum  benefit  was  in  effect  at  the  time 
they  were  first  eligible  to  come  on  the  rolls,  plus  any  cost-of-living 
adjustments. 

The  Committee  approved  a  proposal  to  eliminate  the  minimum 
benefit  for  newly-entitled  beneficiaries.  As  of  January  1982,  no  new 
beneficiaries  would  receive  the  minimum  benefit,  and  would  instead 
receive  a  benefit  based  strictly  on  their  earnings  record.  This  provision, 
in  contrast  to  the  Administration's  proposal,  would  not  affect  the  3 
million  beneficiaries  currently  relying  on  their  minimum  benefits. 
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Round  Social  Security  Benefits 

Under  present  law,  at  each  stage  in  the  benefit  computation,  the 
amount  derived  is  rounded  up  to  the  next  higher  10  cents. 

The  Committee  approved  a  proposal,  effective  generally  for  benefit 
computations  after  August  1981,  which  would  provide  that  the  amount 
derived  at  each  stage  in  the  benefit  computation  would  be  rounded  to 
the  lower  dime,  except  for  the  last  step — the  actual  benefit  amount 
payable  per  beneficiary.  This  would  be  rounded  to  the  next  lower 
dollar.  For  those  beneficiaries  electing  supplemental  medical  insurance 
;{SMI),  the  rounding  would  occur  after  the  SMI  premium  was 
(deducted  from  the  OASDI  benefit  check. 

Pension  Reform  Act — Cost  Reimbursement 

Under  current  law,  provisions  of  the  Pension  Reform  Act  of  1974 
require  administrators  of  most  employee  pension  plans  to  furnish  plan 
participants  with  information  concerning  their  accrued  and  vested 
benefit  rights.  In  addition,  employers  are  required  to  maintain  records, 
in  accordance  with  Department  of  Labor  regulations,  sufficient  to  deter- 
mine the  benefits  which  are,  or  may  become,  due  to  each  employee. 
While  some  pension  plans  have  not  kept  the  necessary  earnings  infor- 
mation, the  Social  Security  Administration  does  maintain  this  infor- 
mation and  has  already  received  requests  from  plans  for  complete 
earnings  histories  of  plan  members.  Under  the  provisions  of  the 
Freedom  of  Information  Act  and  the  Privacy  Act,  the  cost  of 
retrieving  and  transmitting  this  information  is  not  fully  borne  by  the 
requestor.  Part  is  financed  out  of  the  social  security  trust  funds. 

The  Committee  approved  a  provision  to  permit  SSA  to  recover  the 
full  cost  of  retrieving  and  transmitting  information  for  purposes  of 
enabling  pension  plans  to  comply  with  the  Pension  Reform  Act. 
Effective  October  1,  1981,  full  payment  would  be  required  from  re- 
questors to  the  social  security  trust  funds  for  expenses  incurred  in 
providing  earnings  information,  if  the  request  is  not  directly  related 
to  determining  an  individual's  social  security  benefit.  Information 
requested  by  individuals  for  social  security  program  purposes  records 
will  generally  continue  to  be  provided  free  of  charge. 

Pay  One-half  of  July  1982  CPI  Increase  in  July,  Remainder  in 

October 

Under  existing  law,  the  change  in  the  CPI  is  measured  from  the 
first  calendar  quarter  of  one  year  to  the  first  calendar  quarter  of  the 
next  year.  If  it  shows  a  3  percent  or  more  increase,  a  benefit  increase 
of  equivalent  amount  will  be  due  for  the  month  of  June  payable  in 
July,  following  the  end  of  the  measuring  period.  This  same  increase 
applies  to  SSI,  Veterans'  and  Railroad  Retirement  benefits. 

The  Committee  approved  a  provision  which  moved  part  of  the 
payment  of  the  cost-of-living  increase  to  October  instead  of  July  in 
1982.  An  ad  hoc  increase  equal  to  one-half  the  increase  in  the  cost-of- 
living  from  the  first  quarter  of  1981  to  the  first  quarter  of  1982  would 
be  paid  in  July  1982. 
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In  October  1982,  a  second  benefit  increase  would  be  computed  based 
on  the  increase  in  the  CPI  from  the  first  quarter  of  1981  to  the  March 
through  May  period  of  1982  (a  14-month  inflation  period  as  compared 
to  the  present  12-month  period).  This  increase  would  be  adjusted  to 
reflect  the  ad  hoc  increase  paid  in  July,  so  that  the  October  increase 
plus  the  ad  hoc  increase  in  July  would  equal  the  increase  in  the  CPI 
over  the  14-month  measuring  period.  In  this  way,  beneficiaries  would 
receive  a  total  increase  based  on  14  months  of  inflation,  from  J anuary 
1981  to  March  1982.  Future  automatic  increases,  after  1982,  would  be 
based  on  the  CPI  change  in  the  March  through  May  period  each  year, 
and  would  be  paid  in  October  of  each  year. 

Trust  Fund  Financing  for  Successful  Vocational  Rehabilitation 

Services 

Under  existing  law,  a  limited  amount  of  trust  fund  money  can  be 
used  to  pay  States  for  vocational  rehabilitation  services  (VR)  pro- 
vided to  beneficiaries. 

The  Committee  repealed  the  program  that  provides  social  security 
trust  funds  for  the  rehabilitation  of  disabled  social  security  bene- 
ficiaries. However,  the  States  would  be  provided  reimbursement  for 
rehabilitation  services  provided  to  disabled  beneficiaries  if  they  en- 
gage for  nine  continuous  months  in  substantial  gainful  activity 
(SGA). 

Retain  Social  Security  Retirement  Test  Exempt  Age  at  72 
Through  1982 

Under  current  law,  the  age  at  which  the  retirement  test  no  longer 
applies  is  scheduled  to  drop  to  70  in  January  1982.  The  provision 
would  delay  that  change  until  January  1983. 

Restrict  Socl\l  Security  Payment  of  Lump-Sum  Death  Benefits 

Under  current  law  a  lump-sum  death  payment  of  $255  is  payable 
when  a  worker  who  is  fully  or  currently  insured  dies. 

If  there  is  a  surviving  spouse  living  with  the  worker  at  the  time 
of  death,  the  lump-sum  payment  is  paid  to  that  person.  If  there  is 
no  widow  or  widower  eligible  to  receive  the  lump-sum  death  payment, 
the  money  can  be  paid  to  the  person  who  assumed  responsibility  for 
funeral  expenses. 

The  Committee  agreed  to  eliminate  the  lump-sum  death  payment 
effective  October  1981  in  cases  where  there  is  no  eligible  spouse  or 
entitled  child.  Under  the  proposal,  a  surviving  spouse  or  child  (under 
age  18)  who  is  eligible  (or  would  be  eligible,  in  the  case  of  a  surviving 
spouse,  but  for  their  age)  to  receive  monthly  cash  survivor  benefits 
upon  the  worker's  death  would  receive  the  lump-sum  death  payment. 

Modification  of  Month  of  Initial  Entitlement  for  Certain 
Workers  and  Their  Dependents 

Under  the  current  law,  social  security  benefits  are  paid  for  the 
entire  month  in  which  a  person  becomes  eligible  for  the  benefits, 
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even  if  the  date  of  eligibility  is  in  the  middle  or  the  end  of  the  month. 
The  Committee  approved  a  provision  which  would  allow  payment 
of  benefits  for  certain  workers  and  their  dependents  only  for  months 
in  which  conditions  of  eligibility  are  met  for  the  entire  month.  This 
provision  would  be.  effective  for  months  after  August  1981. 

C.  TITLE  III:  UNEMPLOYMENT  COMPENSATION,  PUBLIC 
ASSISTANCE,  LOW  INCOME  ENERGY  ASSISTANCE  AND 
SOCIAL  SERVICES  PROVISIONS 

Unemployment  Compensation 

elimination  of  the  national  trigger  for  the  extended 
benefits  program 

Under  existing  law,  up  to  13  additional  weeks  of  unemployment 
benefits,  beyond  the  usual  maximum  duration  of  26  weeks  of  State 
benefits,  become  payable  to  unemployed  workers  in  times  of  high  un- 
employment. Fifty  percent  of  the  costs  of  these  extended  benefits  are 
paid  from  the  proceeds  of  the  Federal  unemployment  tax  and  fifty  per- 
cent from  State  taxes.  Extended  benefits  are  paid  in  a  State  when 
the  insured  unemployment  rate  in  the  State  reaches  4  percent  and,  in 
addition,  is  20  percent  higher  than  it  was  during  the  same  period  in 
the  previous  two  years.  Thirty-nine  States  provide  for  the  payment 
of  extended  benefits  when  their  insured  unemployment  rate  reaches 
5  percent,  regardless  of  unemployment  levels  in  previous  years.  Ex- 
tended benefits  are  paid  in  all  States,  regardless  of  State  unemploy- 
ment rates,  when  the  national  insured  unemployment  rate  reaches 
4.5  percent.  This  is  referred  to  as  the  "national  extended  benefits 
trigger." 

Section  301  would  repeal  the  national  trigger,  so  that  extended 
benefits  would  be  paid  only  in  States  with  insured  rates  above  the 
specified  levels,  effective  upon  enactment. 

EXCLUDE  EXTENDED  BENEFITS  CLAIMANTS  FROM  STATE  TRIGGER 
CALCULATIONS 

Under  current  law,  the  insured  unemployment  rate — used  to  deter- 
mine unemployment  levels  for  the  purpose  of  triggering  extended 
benefits — is  calculated  by  dividing  the  number  of  individuals  receiving 
regular-State  or  extended  benefits  by  the  total  number  of  workers 
covered  under  the  State  unemployment  law. 

Section  302  would  exclude  extended  benefits  claimants  from  the  cal- 
culation of  the  insured  unemployment  rate  for  extended  benefits  trig- 
ger purposes  effective  July  1, 1981. 

CHANGES  IN  UNEMPLOYMENT  COMPENSATION  REQUIREMENTS  FOR 
EX-MILITARY  PERSONNEL 

Under  present  law.  Federally  funded  unemployment  benefits  are 
provided  to  former  military  personnel  upon  their  separation  from 
military  service  if  they  meet  the  qualifying  requirements  of  the  State 
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in  which  they  apply  for  unemployment  compensation.  The  military 
service  of  the  individual  qualifies  as  wages  or  employment  in  the  deter- 
mination of  eligibility  under  the  State  unemployment  compensation 
law  only  if  ( 1 )  the  person  had  served  continuously  for  1  year  or  more 
prior  to  separation  and  (2)  the  individual  was  separated  under  other 
than  dishonorable  or  bad-conduct  circumstances. 

Section  303  would  increase  to  2  years  the  period  of  continuous 
active  military  service  an  individual  must  have  in  order  for  his  or 
her  military  service  to  qualify  as  employment  for  unemployment  com- 
pensation purposes ;  prohibit  eligibility  for  unemployment  compensa- 
tion until  4  weeks  after  separation  from  the  military ;  and,  limit  the 
number  of  weeks  of  unemployment  compensation  based  on  military 
service  to  13.  This  provision  is  effective  with  respect  to  new  claims 
filed  on  or  after  October  1, 1981. 

Aid  to  Families  With  Dependent  Children  (AFDC) 

LIMIT  EARNED  INCOME  DISREGARDS 

Under  current  law,  in  determining  AFDC  benefits,  States  reduce 
a  family's  monthly  payment  by  the  amount  of  any  earnings  that  re- 
main after  the  following  disregards  are  applied:  (1)  the  first  $30, 
plus  one-third  of  additional  earnings;  and  (2)  any  expenses  (includ- 
ing child  care)  reasonably  attributable  to  the  earning  of  any  such 
income.  (The  work  expense  disregard  is  available  to  both  recipients 
and  new  applicants.  The  $30  and  one-third  applies  only  to  those  al- 
ready on  the  rolls.) 

Section  321  would  require  States  to  disregard  the  following  amount 
of  monthly  earnings,  effective  October  1, 1981 : 

For  determining  eligibility,  20  percent  of  gross  earnings  up  to 
a  maximum  of  $175  per  month;  and  child  care  costs  up  to  a 
monthlv  maximum  of  $200  per  child  and  $400  per  family. 

For  determining  benefits,  $50;  20  percent  of  gross  earnings  up 
to  $175  per  month ;  child  care  costs  up  to  $200  per  child  and  $400 
per  family  per  month ;  and,  one-third  of  remaining  earnings. 

For  two-parent  families,  States  could  limit  the  disregards  to 
20  percent  of  gross  earnings  (up  to  $175  per  month)  for  eligibility 
determination;  and  $50  plus  20  percent  of  gross  earnings  (up  to 
$175  per  month)  for  benefit  calculation. 

States  could  terminate,  or  phase-out  gradually,  the  $50  disre- 
gard and  the  one-third  work  incentive  disregard  for  families  with 
earned  income  above  the  poverty  level  or,  at  State  option,  200 
percent  of  the  State  standard  of  need,  after  the  family  has  had 
earned  income  and  claimed  one-third  disregard  for  12  consecutive 
months.  Individuals  who  lose  eligibility  for  AFDC  payments  be- 
cause of  the  termination  of  the  disregards  would  remain  eligible 
for  Medicaid  for  12  months  after  payment  stops. 

COUNT  INCOME   OF  STEPPARENT 

Under  existing  law.  States  are  prohibited  from  assuming  the  income 
of  a  stepparent  is  available  to  an  AFDC  child  unless,  under  State  law, 
stepparents  are  required  to  support  stepchildren  to  the  same  extent 
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that  natural  parents  are  required  to  support  their  children.  In  most 
States,  a  stepparent's  income  can  be  counted  only  in  cases  in  which  the 
welfare  agency  receives  information  that  the  income  is  available  to  an 
AFDC  child.  However,  States  are  allowed  to  prorate  AFDC  shelter 
and  utility  benefits  when  an  eligible  child  lives  with  a  relative,  includ- 
ing a  stepparent,  who  is  not  an  AFDC  recipient,  as  long  as  the  total 
income  exceeds  the  State's  standard  of  need. 

Section  322  would  require  States  to  consider  available  to  a  child  that 
portion  of  the  income  of  a  child's  stepparent  (living  in  the  same  home 
as  the  child)  which  exceeds  (1)  20  percent  of  earnings,  (2)  an  amount 
equal  to  the  State  standard  of  need  for  the  stepparent  and  others  living 
in  the  same  household  whom  he  claims  as  dependents  for  Federal 
income  tax  purposes,  (3)  amounts  actually  paid  by  the  stepparent  to 
dependents  not  living  in  the  same  household,  and  (4)  payments  of 
alimony  or  child  support  to  individuals  not  living  in  his  household.  A 
State  would  have  the  option  of  establishing  a  procedure  and  the  condi- 
tions under  which  the  State  could  determine  that  a  stepparent's  income 
is  not  available  to  the  children  and,  therefore,  not  make  the  reduction 
in  benefits.  Effective  October  1, 1981. 

REQUIRE  RETROSPECTIVE  ACCOUNTING  AND  MONTHLY  REPORTING 

Under  Federal  regulations,  each  State  may  choose  to  pay  benefits 
"retrospectively"  (make  payments  after  a  month  has  ended  on  the 
basis  of  the  person's  income  during  the  month)  or  "prospectively" 
(make  payments  during  or  before  a  month  based  on  what  the  recip- 
ient's circumstances  are  expected  to  be  during  that  month).  The  Fed- 
eral statute  makes  no  mention  of  how  frequently  AFDC  recipients 
must  submit  reports  to  the  welfare  agency. 

Section  323  would  require  States  to  determine  monthly  benefits 
"retrospectively"  on  the  basis  of  the  actual  income  of  the  previous 
month.  Eligibility  would  be  determined  "prospectively"  on  the  basis 
of  current  month's  circumstances.  And,  for  the  first  month  of  a 
family's  eligibility,  benefits  would  be  determined  on  current  month's 
circumstances.  States  would  have  to  require  all  recipients  to  provide 
monthly  reports  on  income,  family  composition,  resources,  etc. 

The  Secretary  could  allow  a  State  to  require  less  frequent  reporting 
for  specified  classes  of  recipients,  if  the  State  demonstrates  the  admin- 
istrative cost  of  monthly  reporting  for  such  recipients  is  not  worth- 
while. The  provisions  would  be  effective  on  October  1,  1981.  However, 
until  October  1,  1983,  the  Secretary  could  waive  any  penalty  for  non- 
compliance if  he  determines  that  a  State  is  taking  the  necessary  steps 
to  implement  retrospective  accounting  and  monthly  reporting. 

ALLOW  STATES  TO  REQUIRE  CERTAIN  RECIPIENTS  TO  PARTICIPATE  IN  JOB 
SEARCH  AND  EXPERIENCE  ASSIGNMENTS 

Under  existing  law,  recipents  of  Aid  to  Families  with  Dependent 
Children  (AFDC)  are  required  to  register  for  partcipation  in  the 
Work  Incentive  (WIN)  program  unless  they  fall  within  certain  ex- 
empt categories  specified  in  the  Federal  statute  (e.g.,  mothers  caring 
for  children  under  age  6) .  Under  the  WIN  program,  recipients  are  re- 
quired to  accept  available  employment  or  training  in  order  to  receive 
AFDC  payments.  State  are  not  now  allowed  to  establish  alternative 
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work  requirements  which  do  not  conform  closely  to  the  WIN 
program. 

Section  324  would  allow  States  to  require  AFDC  recipients  to  par- 
ticipate in  work  experience  assignments  in  which  they  would  perform 
work  in  return  for  AFDC  benefits.  All  employable  recipients  who  are 
not  in  school  or  participating  in  a  WIN  or  other  approved  training 
or  work-related  program,  and  who  are  working  less  than  20  hours  a 
week,  could  be  required  to  participate  in  work  assignments  after  a 
WIN  appraisal  and  an  employ  ability  plan  (or  similar  procedures 
established  by  the  State)  had  been  completed.  Adequate  day  care 
would  have  to  be  available  for  recipients  who  need  it. 

Eligible  participants  could  be  required  to  work  for  up  to  96  hours  a 
month  or,  if  less,  the  number  of  hours  obtained  by  dividing  their 
monthly  AFDC  payment  by  the  minimum  wage.  In  addition  to  the 
work  assignment,  each  participant  would  be  required,  and  must  be 
provided  necessary  assistance  and  a  reasonable  period  of  time,  to  seek 
permanent  employment  or  appropriate  training.  The  State  would 
have  to  reimburse  participants  for  reasonable  and  necessary  expenses 
incurred  in  connection  with  a  work  experience  assignment  and  job 
search  requirements. 

Work  experience  assignments  would  have  to  be  consistent  with  the 
physical  capacity,  skills,  experience,  health,  family  responsibilities 
and  place  of  residence  of  the  participant;  meet  health  and  safety 
standards  specified  by  the  Secretary  of  HHS ;  and  could  not  displace 
permanent  employees  or  jobs. 

These  provisions  are  effective  October  1,  1981  through  October  1, 
1987. 

DEFINE  AN  UNEMPLOYED  PARENT   (UP)   AS  THE  PARENT  WHO  IS  THE 
PRINCIPAL  EARNER  FOR  THE  FAMILY 

Under  present  law,  States  have  the  option  to  provide  AFDC-UP 
benefits  to  families  where  both  parents  are  in  the  home  and  one  is 
unemployed.  Only  one  parent  must  be  unemployed  to  meet  this 
eligibility  requirement ;  the  other  parent  may  be  employed. 

Section  325  would  limit  eligibility  for  AFDC  to  those  two-parent 
families  in  which  the  "principal  earner"  (the  parent  with  the  most 
earnings  in  the  24  month  period  prior  to  application)  is  unemployed, 
effective  October  1, 1981. 

REQUIRE  STATES  TO  RECOVER  AFDC  OVERPAYMENTS  AND  PAY 
UNDERPAYMENTS 

Current  Federal  law  does  not  require  States  to  recover  overpay- 
ments or  make  a  retroactive  reimbursement  for  any  underpayments. 
By  regulation,  States  are  given  the  option  of  recouping  overpayments. 
However,  if  a  State  recovers  overpayments,  it  must  also  pay  under- 
payments. 

Section  326  would  require  States  to  promptly  take  all  necessary 
steps  to  correct  any  overpayments  or  underpayments.  Recovery  of 
overpayments  would  be  made  from  current  assistance  payments, 
available  income,  or  through  legal  processes.  In  the  case  of  a  current 
recipient,  the  amount  recovered  in  any  month  could  not  exceed  the 
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amount  that  would  reduce  the  family's  grant  below  90  percent  of  the 
benefit  for  a  family  of  the  same  size.  This  provision  is  effective 
October  1, 1981. 

OPTIONAL  PAYMENTS  FOR  DEPENDENT  CHILDREN  AGE  18  AND  OVER  AND 

IN  SCHOOL 

Under  present  law,  to  be  eligible  for  AFDC  as  a  dependent  child, 
the  general  rule  is  that  the  person  must  be  under  18  years  of  age. 
States  have  the  option,  however,  of  continuing  benefits  through  age 
20  if  the  person  is  regularly  attending  high  school,  vocational  school 
or  college.  Currently  43  States  extend  AFDC  eligibility  to  students 
age  18  through  20.  These  States  may  limit  benefits  to  those  attending 
high  school  and  vocational  schools;  but  they  must  continue  benefits 
through  age  20  if  the  person  remains  in  school. 

Section  327  would  allow  States  who  pay  benefits  to  dependent  chil- 
dren over  18  years  of  age  (because  they  are  in  school)  to  limit  eligi- 
bility at  any  age  between  18  and  21,  effective  October  1, 1981. 

DEEM  SPONSORS'  INCOME  TO  ALIENS  IN  AFDC  FAMILIES 

Current  Federal  law  does  not  require  States  to  consider  the  income 
of  a  sponsor  of  an  alien  legally  admitted  to  the  U.S.  as  income  avail- 
able to  the  alien  for  AFDC  program  purposes. 

Section  328  would  restrict  AFDC  payments  to  citizens  of  the  U.S. 
and  lawfully  admitted  aliens.  In  addition,  the  income  and  resources 
of  the  sponsor  would  be  considered  available  to  an  alien  in  an  AFDC 
family  for  three  years  after  his  or  her  entry  into  the  U.S.  The  provi- 
sion would  be  applicable  with  respect  to  individuals  applying  for  aid 
for  the  first  time  after  October  1, 1981. 

LIMITATION   ON  RESOURCES 

Under  present  law,  States  are  required  to  take  into  consideration 
any  resources  of  a  child  or  relative  in  determining  eligibility  for 
AFDC  benefits.  States  are  allowed  to  exclude  certain  resources,  in- 
cluding a  home,  personal  effects,  an  automobile  and  income- producing 
property.  Regulations  require  States  to  deny  benefits  to  any  individual 
whose  assets  minus  the  exclusions  exceed  $2,000. 

Section  329  would  reduce  the  current  $2,000  per  recipient  limit  on 
resources  to  $1,500  per  family.  States  would  be  allowed  to  exclude  a 
home  and  a  car ;  household  and  personal  effects ;  life  and  burial  insur- 
ance policies;  tools,  equipment  and  other  income-producing  property. 
States  would  also  be  allowed  to  continue  to  delay  eligibility  for  AFDC 
in  cases  where  assets  were  disposed  of  in  order  to  qualify  for  benefits, 
as  under  current  law.  This  provision  is  effective  October  1,  1981. 

Child  Support  Enforcement 

collection  of  support  for  adults 

Under  current  law,  a  State  child  support  agency  is  not  authorized 
to  collect  support  (i.e.,  alimony)  on  behalf  of  a  parent  of  a  child 
for  whom  it  is  collecting  child  support.  This  is  the  case  even  when  a 
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court  has  ordered  a  single  amount  for  both  the  parent  and  the  child, 
without  specifying  the  amount  payable  on  behalf  of  each. 

Section  331  would  make  State  child  support  enforcement  agencies 
responsible  for  collecting  support  for  adults,  in  the  case  of  a  parent 
of  a  child  for  whom  it  is  collecting  child  support  and  in  those  cases 
in  which  the  support  obligation  has  already  been  established,  in  the 
same  manner  as  for  child  support.  This  provision  is  effective  upon 
enactment. 

MODIFY  COLLECTION  FEE  FOR  NON-AFDC  FAMILIES 

Under  existing  law,  States  are  required  to  provide  services  to  non- 
AFDC  families  requesting  assistance.  States  have  the  option  of 
charging  a  fee  of  up  to  $20  and  of  retaining  a  portion  of  the  child 
support  payments  to  recover  costs  of  administration  in  excess  of  the 
application  fee. 

Section  332  would  require  States  to  charge  a  fee  equal  to  10  percent 
of  the  support  collected  for  non-AFDC  recipients  to  defray  costs 
of  the  child  support  enforcement  agency  collection  services.  The  fee 
would  be  retained  by  the  State.  This  provision  is  effective  upon 
enactment. 

SOURCE  OF  INCENTIVE  PAYMENTS  TO  COOPERATING  JURISDICTIONS 

Under  current  law,  the  15  percent  incentive  payments  to  States  or 
political  subdivisions  that  collect  child  support  payments  on  behalf 
of  another  jurisdiction  are  taken  from  the  Federal  share  of  the  amount 
collected. 

Section  333  would  provide  that  the  15  percent  incentive  payments 
to  States  and  political  subdivisions  would  come  from  the  full  amount 
of  collections,  rather  than  from  the  Federal  share,  effective  October  1, 
1981. 

CHILD  SUPPORT  OBLIGATIONS  NOT  DISCHARGED  BY  BANKRUPTCY 

In  1974,  a  provision  was  included  in  the  child  support  enforcement 
program  which  prohibited  the  discharge  in  bankruptcy  of  a  child 
support  obligation  which  had  been  assigned  to  a  State  as  a  condition 
of  AFDC  eligibility.  This  Social  Security  Act  provision  was  subse- 
quently repealed  by  section  328  of  Public  Law  95-598  (the  1978  re- 
vision of  the  Bankruptcy  Act). 

Section  334  would  reinstate  the  provision  previously  in  effect  which 
provides  that  a  child  support  obligation  assigned  to  a  State  as  a  con- 
dition of  AFDC  eligibility  is  not  discharged  in  bankruptcy,  effective 
upon  enactment. 

CHILD  SUPPORT  INTERCEPT  OF  UNEMPLOYMENT  BENEFITS 

Under  existing  law,  there  is  no  provision  allowing  for  the  with- 
holding of  unemployment  benefits  in  cases  of  outstanding  child  sup- 
port obligations. 

Section  335  would  require  child  support  enforcement  agencies  to 
determine  on  a  periodic  basis  whether  any  individuals  receiving  un- 
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employment  compensation  or  trade  adjustment  assistance  benefits 
owe  child  support  obligations.  The  agency  would  be  required  to  col- 
lect any  outstanding  child  support  obligations  owed  by  an  individual 
receiving  unemployment  benefits,  through  an  agreement  with  the  in- 
dividual or  the  legal  processes  of  the  State,  by  having  a  portion  of 
the  person's  unemployment  benefits  withheld  and  forwarded  to  the 
child  support  agency  by  the  unemployment  compensation  agency. 
This  provision  is  effective  October  1,  1981 ;  but  the  provisions  would 
not  become  State  Child  Support  Enforcement  and  Unemployment 
Compensation  plan  requirements  until  October  1, 1982. 

INTERNAL  REVENUE  SERVICE  COLLECTION  OF  CHILD  SUPPORT  AND  ALIMONY 

Under  current  law,  a  State  may  request  the  IRS  to  collect  delin- 
quent, court-ordered  child  support  payments  after  the  State  has  made 
diligent  and  reasonable  efforts  to  collect  the  payments.  The  amount 
of  the  child  support  obligation  must  be  certified  by  the  Secretary  of 
Health  and  Human  Services  before  IRS  collection  procedures  may 
be  used. 

Section  336,  at  the  request  of  a  State  and  subject  to  the  same  certi- 
fication and  other  requirements  in  current  law,  would  (1)  allow  IRS 
to  collect  delinquent  alimony  as  well  as  child  support  payments  where 
alimony  and  child  support  are  combined  in  a  single  order  and  the 
amounts  for  child  support  and  alimony  are  not  identified;  and  (2) 
permit  IRS  collections  in  cases  where  child  support/alimony  obliga- 
tions have  been  established  under  an  administrative  as  well  as  court 
order.  This  provision  is  effective  upon  enactment. 

Supplemental  Security  Income  (SSI) 

RETROSPECTIVE  ACCOUNTING  FOR  SSI  RECIPIENTS 

Currently,  SSI  benefits  are  determined  on  the  basis  of  income  antic- 
ipated to  be  available  in  the  current  calendar  quarter.  Redetermina- 
tions are  made  at  such  times  as  provided  by  the  Secretary. 

Section  341  would  provide  that  SSI  benefits  be  based  on  actual  in- 
come of  the  previous  month  (or,  at  the  Secretary's  option,  the  circum- 
stances in  effect  on  the  last  day  of  the  second  previous  month).  Eligi- 
bility would  be  based  on  current  month's  circumstances.  And,  for  the 
first  month  benefits  are  received,  and  for  any  month  in  which  sig- 
nificant change  occurs  in  the  living  arrangements  of  the  individual, 
benefits  would  be  based  on  current  month's  circumstances.  This  pro- 
vision is  effective  for  months  after  the  last  month  of  the  first  quarter 
ending  five  months  after  enactment. 

ELIGIBILITY  OF  SSI  RECIPIENTS  FOR  FOOD  STAMPS 

Under  current  law,  SSI  recipients  in  three  States — Massachusetts, 
Wisconsin  and  California — receive  a  cash  payment,  as  a  part  of  the 
State  supplemental  SSI  benefits,  in  lieu  of  food  stamps.  Massachusetts 
and  Wisconsin  are  allowed  to  provide  SSI  recipients  cash  in  lieu  of 
food  stamps  because,  and  for  so  long  as,  the  Federal  Government  con- 
tinues to  contribute  to  the  cost  of  the  State  supplemental  benefit  as  pro- 
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vided  under  the  "hold  harmless"  provisions  in  present  SSI  law.  A 
separate  Federal  law  allows  California  to  continue  to  "cash-out"  food 
stamps  for  SSI  recipients  so  long  as  it  continues  to  pass-through  each 
year  the  Federal  SSI  cost-of-living  increase  and  provides  a  yearly 
cost-of-living  adjustment  in  its  State  supplementary  benefit. 

Section  342  would  modify  current  Federal  SSI  food  Stamp  "cash- 
out"  requirements  so  that  a  State  could  continue  to  "cash-out"  food 
stamps  for  SSI  recipients  so  long  as  it  (1)  had  previously  increased  its 
supplementary  benefits  to  include  the  bonus  value  of  food  stamps,  (2) 
was  providing  a  cash  payment  in  lieu  of  food  stamps  as  of  December 
1980,  and  (3)  continued  to  pass- through  the  Federal  cost-of-living  in- 
creases as  required  under  section  1618  of  current  SSI  law.  This  pro- 
vision is  effective  July  1,  1981. 

NEGOTIABILITY  OF  SSI  CHECK 

Under  existing  law  there  is  no  time  limit  on  the  negotiability  of 
SSI  checks. 

Section  342  would  limit  the  negotiability  of  SSI  checks  to  180  days 
from  date  of  issuance.  The  amount  of  any  unnegotiated  checks  which 
represents  a  State  supplementary  payment  would  be  returned  to  the 
States.  This  provision  is  effective  October  1,  1981. 

SPECIAL  INTERIM  COST-OF-LIVING  INCREASE  IN  SSI  BENEFITS 

A  yearly  cost-of-living  adjustment  is  made  in  Federal  SSI  benefits 
equal  to  the  percentage  adjustment  provided  for  social  security  re- 
tirement and  disability  insurance  payments.  This  is  done  through  a 
reference  in  the  SSI  law  to  the  cost-of-living  adjustment  provisions  in 
Title  II  of  the  Social  Security  Act. 

Section  344  would  conform  future  cost-of-living  adjustments  in  SSI 
to  changes  in  the  Social  Security  cost-of-living  adjustment  provisions 
contained  in  Title  II  of  this  bill. 

Low-Income  Energy  Assistance 

reauthorization  of  low-income  energy  assistance 

Under  current  law,  authority  for  providing  low-income  energy  as- 
sistance (LIEA)  exists  under  both  the  Economic  Opportunity  Act  of 
1964  and  the  Home  Energy  Assistance  Act  of  1980  (Title  III  of  the 
Crude  Oil  Windfall  Profits  Tax  of  1980  (P.L.  96-223) ).  The  Economic 
Opportunity  Act  does  not  specify  a  specific  budget  authority.  The 
Home  Energy  Assistance  Act  authorizes  $3,125  billion  for  energy 
assistance  in  fiscal  year  1981.  The  authority  under  both  acts  expires 
on  September  30,  1981.  For  fiscal  year  1981,  $1.85  billion  was  appro- 
priated for  LIEA  under  the  authority  of  the  Economic  Opportunity 
Act  of  1964.  However,  the  fiscal  year  1981  appropriation  stipulates 
that  LIEA  is  to  be  administered  under  the  "terms  and  conditions" 
of  the  regulations  and  any  "non-formula  amendments  thereto"  pub- 
lished in  the  May  30,  1980  Federal  Register  pursuant  to  the  Home 
Energy  Assistance  Act  of  1980. 
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Section  361  would  authorize  the  LIE  A  funds  under  a  new  title  XXI 
of  the  Social  Security  Act :  $1.4  billion  for  FY  1982  and  $1.6  billion 
for  FY  1983.  Each  State  would  receive  the  same  proportion  of  Fed- 
eral LIEA  funds  appropriated  for  fiscal  years  1982  and  1983  that  it 
received  of  the  LIEA  funds  allotted  by  formula  for  fiscal  year  1981. 
States  would  be  allowed  to  carry-over  up  to  25  percent  of  the  funds 
received  in  one  fiscal  year  into  the  next.  Beginning  in  fiscal  year  1983, 
States  would  be  required  to  provide  20  percent  matching  funds. 

Federal  LIEA  funds  could  be  used  to  provide  assistance  to  families 
receiving  federally  funded  public  assistance  benefits  (AFDC, 
SSI,  Food  Stamps,  Veterans'  Benefits)  and  to  other  families 
with  incomes  below  150  percent  of  the  poverty  level  or  60  percent  of 
State  median  income.  (States  could  establish  income  limits  below 
either  of  these).  Payments  could  be  made  directly  to  eligible  house- 
holds, or  to  energy  suppliers  or  certain  building  operators,  or  any  com- 
bination thereof. 

States  could  use  Federal  LIEA  funds  to  assist  eligible  households 
pay  for  the  costs  of  heating  or  cooling ;  for  the  purchase  and  installa- 
tion of  weatherization  materials  designed  to  improve  the  heating  or 
cooling  efficiency  of  homes  of  eligible  households ;  and  to  meet  energy- 
related  emergency  needs,  including  provision  of  in-kind  benefits. 

Social  Services  Amendments 

limit  federal  title  xx  training  funds  to  $7  5  million  for  fiscal 

TEAR  1982 

Under  current  law,  75  percent  Federal  matching  funds  are  available 
to  States  for  training  costs  related  to  Title  XX  Social  Services  activi- 
ties. Beginning  in  fiscal  year  1982,  States  will  be  reimbursed  only  for 
those  expenditures  included  in  an  HHS  approved  State  Title  XX 
training  plan. 

Section  381  would  continue  through  fiscal  year  1982  the  $75  million 
limitation  on  Federal  Title  XX  training  funds  that  was  in  effect  in 
fiscal  year  1981.  States  will  receive  the  same  share  of  the  $75  million  in 
fiscal  year  1982  as  they  received  in  fiscal  year  1981. 

D.  TITLE  IV:  HEALTH  SAVINGS 

The  bill  achieves  health  savings  through  changes  in  medicare  reim- 
bursement, benefits,  deductibles  and  coinsurance  amounts,  and  through 
more  efficient  program  administration. 

Medicare  reimbursement  limits  on  inpatient  hospital  and  home 
health  services  would  be  tightened,  an  incentive  reimbursement 
system  for  renal  dialysis  services  would  be  established,  interest 
earnings  on  funded  depreciation  accounts  of  providers  would  be  off- 
set against  interest  expense  in  determining  reimbursement,  rules  re- 
garding reduced  payment  for  long-term  care  in  hospitals  would  be 
tightened,  and  a  provision  of  existing  law  postponing  reimbursement 
to  certain  hospitals  at  the  end  of  fiscal  year  1981  would  be  repealed. 

Nutritional  therapy  services  for  end  stage  renal  disease  patients 
would  be  covered  where  such  therapy  postpones  or  reduces  the  need 
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for  renal  dialysis.  Alcohol  detoxification  facilities  would  no  longer  be 
recognized  as  medicare  providers  of  services. 

Deductible  and  coinsurance  amounts  under  medicare  part  A  (hos- 
pital insurance)  would  be  changed  to  more  nearly  reflect  current 
hospital  costs,  and  a  coinsurance  amount  of  $1  per  day  would  be 
established  for  the  first  through  the  60th  day  of  inpatient  hospital  care. 
The  annual  deductible  for  medicare  part  B  (supplementary  medical 
insurance)  would  be  increased  from  $60  to  $70  and  indexed  in  future 
years  to  reflect  cost  of  living  increases.  Expenses  incurred  in  the  last 
3  months  of  a  year  could  no  longer  be  used  to  satisfy  the  part  B 
deductible  in  the  next  year. 

The  Secretary  of  Health  and  Human  Services  would  be  authorized  to 
impose  civil  money  penalties  on  persons  who  file  fraudulent  medicare 
or  medicaid  claims,  surveys  of  skilled  nursing  facilities  would  be  per- 
mitted to  be  conducted  less  frequently  than  annually,  and  utilization 
guidelines  would  be  established  for  coverage  of  home  health  services. 

Authority  would  be  given  to  the  Secretary  to  terminate  the  less 
effective  Professional  Standards  Review  Organizations  during  fiscal 
year  1982,  and  the  PSRO  program  would  be  repealed  at  the  end  of 
fiscal  year  1983. 

Medicare  part  B  would  become  the  secondary  payor  to  the  Federal 
Employees  Health  Benefits  Program  for  people  aged  65  and  over  who 
have  coverage  under  both  programs.  Medicare  part  A  would  become 
secondary  payor  to  the  Federal  employees  program  with  respect  to 
people  reaching  age  65  on  or  after  January  1,  1982. 


SUMMARY  OF  COMMITTEE  RECOMMENDATIONS 

REDUCTION  IN  OUTLAYS 
[By  fiscal  years,  in  millions  of  dollars) 

1982  1983  1984 


Trade    1,370  877  640 

Social  security   3,160  2,608  3,828 

Unemployment  compensation   1,378  540  280 

AFOC  and  child  support  enforcement   691  938  1, 00? 

SSI    167  138  146 

Low-income  energy  assistance   847  947  1, 067 

Social  and  child  welfare  services     7  0  0 

Medicare   1,642  1,405  1,645 

Total,  spending  reductions      9,262  7,453  8,608 
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II.  EXPLANATION  OF  PROVISIONS 


A.  TITLE  I:  TRADE  ADJUSTMENT  ASSISTANCE 

Title  I  consists  of  three  parts  containing  amendments  of  the  trade 
adjustment  assistance  programs  for  workers,  administered  by  the 
Department  of  Labor,  and  for  firms  and  communities,  administered 
by  the  Department  of  Commerce,  under  Chapters  2,  3,  4,  and  5  of 
Title  II  of  the  Trade  Act  of  1974  (Public  Law  93-618) .  These  amend- 
ments become  effective  upon  date  of  enactment  of  this  Title  unless 
otherwise  specified. 

1.  PART  A:  TRADE  ADJUSTMENT  ASSISTANCE  FOR  WORKERS 

a.  Group  Eligibility  Requirements  (Section  101) 

Section  101  of  the  bill  amends  the  criteria  under  section  222  of  the 
Trade  Act  of  1974  for  groups  of  workers  to  be  certified  eligible  to 
apply  for  trade  adjustment  assistance.  Section  101  would  require  that 
increased  imports  of  articles  like  or  directly  competitive  with  articles 
produced  by  the  workers'  firm  or  an  appropriate  subdivision  thereof 
be  a  "substantial  cause"  of,  rather  than  "contribute  importantly"  to, 
the  actual  or  threatened  total  or  partial  separation  of  the  workers  and 
the  decline  in  sales  and/or  production  of  the  firm  or  subdivision. 
"Substantial  cause"  is  defined  as  "a  cause  which  is  important  and  not 
less  than  any  other  cause,"  the  same  standard  applied  by  the  Inter- 
national Trade  Commission  (ITC)  under  section  201  of  the  Trade  Act 
in  determining  whether  increased  imports  are  a  substantial  cause  of 
serious  injury  to  a  domestic  industry  seeking  import  relief.  This 
amendment  would  apply  to  petitions  for  certification  filed  under  sec- 
tion 221  of  the  Trade  Act  on  or  after  the  date  of  enactment  of  this 
Title. 

The  proposed  "substantial  cause"  test  is  a  more  difficult  standard  to 
meet  than  the  "contributed  importantly"  criterion  under  existing  law. 
It  requires  a  dual  test  be  met — that  increased  imports  be  an  important 
cause  of  sales  or  production  declines  and  actual  or  threatened  worker 
separations  as  under  the  present  standard,  but  includes  the  additional 
requirement  that  the  import  cause  not  be  less  than  any  other  single 
cause.  The  purpose  of  the  stricter  standard  is  to  ensure  a  sufficient 
linkage  between  increased  import  competition  and  the  worker's  un- 
employment to  justify  special,  greater  benefits  than  available  to 
workers  under  the  unemployment  compensation  (UI)  program. 

In  order  to  certify  a  group  of  workers  under  the  "contributed 
importantly"  test  in  existing  law,  the  Secretary  of  Labor  is  required 
only  to  find  that  increased  imports  were  an  important  cause  of  worker 
layoffs  and  sales/production  declines,  interpreted  in  the  reports  of  the 
House  Ways  and  Means  and  Senate  Finance  Committees  on  the  Trade 
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Act  to  be  significantly  more  than  a  de  minimis  cause.  The  Secretary  is 
not  required  to  find  that  imports  were  equal  to  or  more  important  than 
any  other  single  cause.  Consequently,  under  existing  law  the  Secretary 
does  not  need  to  examine  and  establish  the  relative  magnitude  of  all 
the  significant  possible  causes  of  the  declines  and  layoffs.  However, 
the  legislative  history  also  makes  clear  that  if  a  non-import  cause  is 
so  dominant  or  factors  such  as  new  technology,  domestic  competition, 
seasonal  changes,  or  the  business  cycle  would  have  caused  essentially 
the  same  worker  separations  and  sales  or  production  decline  irrespec- 
tive of  whether  imports  are  an  important  cause,  the  Secretary  is  not 
to  issue  a  certification.  These  guidelines  with  respect  to  determining 
whether  imports  are  an  important  cause  would  continue  to  apply. 

In  determining  whether  imports  are  a  cause  at  least  equal  to  any 
other  cause,  the  legislative  history  with  respect  to  import  relief 
investigations  recognized  that  "weighing"  causes  is  not  always  possible 
in  a  dynamic  economy  and  application  of  a  mechanical  designation  of 
the  possible  causes,  such  as  a  percentage  of  causation,  is  not  intended. 
However,  the  Secretary  of  Labor  will  have  to  identify  and  evaluate 
the  important  factors  having  an  adverse  impact  on  sales,  production, 
and  employment  of  the  particular  firm  or  subdivision  and  establish 
their  relative  magnitude  to  satisfy  himself  that  increased  competitive 
imports  are  at  least  as  important  a  cause  as  any  other  single  factor. 

For  example,  if  imports  were  just  one  of  many  factors  of  equal 
weight,  imports  would  meet  the  test  of  being  "not  less  than  any  other 
cause"  but  it  would  be  unlikely  that  any  of  the  causes  would  be  deemed 
an  "important"  cause.  If  there  were  any  other  cause  more  important 
than  imports,  then  the  second  test  of  being  "not  less  than  any  other 
cause"  would  not  be  met.  On  the  other  hand,  if  imports  were  one  of  a 
few  factors  of  equal  weight  and  there  were  no  other  factors,  both  tests 
would  be  met. 

While  the  "substantial  cause"  standard  proposed  for  trade  adjust- 
ment assistance  is  identical  to  the  causal  link  to  imports  used  by  the 
ITC  in  its  investigations  of  import  relief  for  domestic  industries,  the 
test  in  the  case  of  adjustment  assistance  would  be  applied  to  the  eligi- 
bility of  a  group  of  workers  at  the  level  of  an  individual  firm  or  a 
subdivision  of  a  firm,  rather  than  to  an  industry  as  a  whole.  Thus,  one 
or  many  groups  of  workers  in  individual  firms  or  subdivisions  of  an 
industry  may  be  certified  by  the  Secretary  of  Labor  as  eligible  to  apply 
for  adjustment  assistance  even  though  the  ITC  may  have  found  the 
industry  as  a  whole  not  to  be  seriously  injured  or  threatened  with 
serious  injury  under  the  same  test,  Similarly,  a  finding  by  the  Com- 
mission of  serious  injury  or  threat  thereof  to  an  industry  as  a  whole 
would  not  result  necessarily  in  certification  of  the  workers  in  all  or 
substantially  all  firms  or  subdivisions  of  that  industry.  Given  the 
difference  in  scope  and  economic  conditions  of  the  entities  involved, 
affirmative  or  negative  determinations  in  the  application  of  the  test 
by  the  Department  of  Labor  or  the  ITC  should  not  influence  subse- 
quent decisions  by  the  other  agency  in  applying  the  same  test. 

b.  Benefit  Information  Responsibilities  (Section  102) 

Section  102  of  the  bill  substitutes  a  new  section  225,  entitled  "Bene- 
fit Information  to  Workers"  for  section  224(c)  of  the  Trade  Act  to 
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expand  the  responsibilities  of  the  Secretary  of  Labor  to  inform  work- 
ers about  the  program  and  assist  them  in  obtaining  benefits. 

New  section  225  requires  the  Secretary  of  Labor,  as  of  the  date  of 
enactment  of  this  Title,  to  provide  full  information  to  workers  about 
the  monetary  benefits,  training,  and  other  employment  services  avail- 
able under  the  trade  adjustment  assistance  program,  the  application 
procedures  and  appropriate  filing  dates  for  the  various  allowances, 
training  and  other  services,  and  whatever  assistance  is  necessary  to 
enable  groups  of  workers  to  prepare  petitions  or  applications  for  pro- 
gram benefits.  This  responsibility  applies  to  workers  in  any  industry, 
not  just  to  those  in  an  industry  subject  to  an  affirmative  finding  of 
import  injury  by  the  ITC  as  under  section  224(c)  of  existing  law. 

Section  102  also  requires  the  Secretary  to  make  every  effort  to  insure 
that  cooperating  State  agencies  fully  comply  with  the  agreements 
they  enter  into  under  section  239(a)  of  the  Trade  Act  for  providing 
payments  and  employment  and  training  services  to  eligible  workers, 
and  to  periodically  review  such  compliance.  In  this  connection,  the 
cooperating  State  agencies  should  display  information  about  program 
benefits,  including  training  and  other  employment  services,  and  about 
application  procedures  and  filing  deadlines,  as  well  as  assist  workers 
as  necessary  to  file  proper  applications  for  such  assistance. 

A  major  complaint  about  the  existing  program  during  its  initial 
stages  was  lack  of  information  about  its  availability  and  the  qualify- 
ing requirements,  in  particular  the  deficiency  of  some  State  agencies 
in  being  familiar  with  and  volunteering  accurate  information  about 
program  benefits  and  employment  services  and  the  procedures  for 
obtaining  them.  As  a  result,  many  workers  either  were  never  aware 
of  program  benefits  and  procedures  or  became  aware  too  late  to  meet 
deadlines  for  filing  applications. 

Given  this  past  experience,  the  Committee  expects  the  Secretary  of 
Labor  to  make  every  effort  to  ensure  that  the  State  agencies  fully  in- 
form workers  of  the  fundamental  changes  under  this  bill  in  program 
benefits  and  in  the  time  limits  and  procedures  for  filing  applications. 
The  State  agencies,  as  soon  as  petitions  are  certified,  should  encourage 
unemployed  workers  to  file  and  register  for  program  services  and  bene- 
fits promptly  in  order  to  expedite  the  adjustment  process  and  to  ensure 
that  workers  receive  benefits  to  which  they  are  entitled  as  soon  as  pos- 
sible after  their  trade-related  layoff.  It  is  also  essential  that  the  State 
agencies  fulfill  their  responsibilities  under  the  Act  to  provide  neces- 
sary employment  services  and  procure  suitable  training  if  the  goal  of 
focusing  the  program  on  adjustment  of  workers  through  new  employ- 
ment rather  than  income  maintenance  is  to  be  achieved.  The  Commit- 
tee expects  the  Secretary  to  review  periodically  State  agency  efforts  in 
these  respects  and  ensure  their  compliance  with  the  cooperative  agree- 
ments under  section  239(a). 

New  section  225  also  requires  the  Secretary  to  inform  the  State 
Board  for  Vocational  Education  or  equivalent  agency  and  other  pub- 
lic or  private  agencies,  institutions,  and  employers,  as  appropriate,  of 
each  certification  of  groups  of  workers  issued  under  section  223  of  the 
Trade  Act  and  of  projections,  if  available,  of  training  needs  as  a  result 
of  each  certification.  The  purpose  of  this  provision  is  to  expedite  the 
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training  process  by  giving  advance  information  to  potential  delivery 
agents  about  possible  worker  demand  and  needs  for  training  to  enable 
them  to  plan  for  or  develop  appropriate  programs. 

c.  Trade  Readjustment  Allowances  (Section  103) 

Section  103  of  the  bill  amends  sections  231, 232,  and  233  of  the  Trade 
Act  concerning  the  requirements  for  individual  workers  to  qualify  for 
trade  readjustment  allowances  (TRA)  and  the  determination  of  the 
weekly  amounts  and  duration  of  these  allowances.  These  amendments 
apply  with  respect  to  TRA  payable  for  weeks  of  unemployment 
beginning  after  September  30, 1981. 

Amended  section  231  sets  forth  the  requirements  that  individual 
adversely  affected  workers  covered  by  a  certification  under  section  223 
as  eligible  to  apply  for  trade  adjustment  assistance  must  meet  in  order 
to  qualify  for  trade  readjustment  allowances.  Each  certification  con- 
tains a  so-called  "impact  date"  on  which  total  or  partial  layoffs  from 
the  firm  or  appropriate  subdivision  of  the  firm  began  or  threatened 
to  begin  in  adversely  affected  employment.  Existing  law  entitles  an 
adversely  affected  certified  worker  to  a  TRA  payment  for  any  week  of 
unemployment  which  begins  after  the  "impact  date"  if  the  workers 
last  total  or  partial  layoff  prior  to  application  for  payment  occurred 
(1)  on  or  after  the  "impact  date",  (2)  during  the  two-year  period  fol- 
lowing the  certification  date,  and  (3)  before  the  termination  date,  if 
any,  of  the  certification  under  section  223(d)  of  the  Trade  Act.  Exist- 
ing law  also  requires  that  a  worker  have  at  least  26  weeks  of  employ- 
ment at  wages  of  $30  or  more  a  week  in  adversely  affected  employment 
with  a  single  firm  or  subdivision  of  a  firm  during  the  52  weeks  immedi- 
ately preceding  the  worker's  last  total  or  partial  layoff  prior  to  TRA 
application.  Only  weeks  the  worker  is  actually  on  the  job  are  counted 
as  qualifying  weeks. 

Amended  section  231(a)  (1)  and  (2)  change  these  requirements  in 
two  respects : 

1.  Under  amended  section  231(a)  (1),  an  adversely  affected  worker 
covered  by  a  certification  who  files  an  application  would  be  entitled 
to  a  TRA  payment  only  for  any  week  of  unemployment  which  begins 
more  than  60  days  after  the  date  the  petition  that  resulted  in  the 
certification  was  filed,  i.e.,  for  weeks  of  unemployment  occurring 
after  the  statutory  deadline  for  certification.  Workers  could  continue 
to  be  certified  for  actual  or  threatened  separations  occurring  up  to  one 
year  prior  to  the  petition  filing  date  for  purposes  of  qualifying  for 
employment  services,  training,  or  job  search  and  relocation  allow- 
ances before  or  after  their  exhaustion  of  UI.  However,  they  would 
no  longer  be  eligible  for  TRA  benefits  retroactively  beyond  the  date 
certification  is  supposed  to  take  place. 

The  purpose  of  this  change  is  to  encourage  timely  petitions  before 
magnitude  of  retroactive  lump  sum  TRA  payments  currently  paid 
exhaustion  of  UI  and  to  substantially  eliminate  the  frequency  and 
often  after  workers  have  returned  to  employment.  Workers  would 
continue  to  receive  retroactive  TRA  payments  only  for  anv  week  of 
unemployment  occurring  between  60  days  after  the  petition  filing 
date  and  the  date  of  any  certification  delayed  beyond  60  days. 
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2.  Amended  section  231(a)  (2)  makes  three  changes  to  liberalize  the 
pre-layoff  employment  requirement  workers  must  meet  to  qualify  for 
TRA  benefits.  It  eliminates  the  requirement  that  all  26  or  more  weeks 
of  pre-layoff  employment  be  with  a  "single  firm  or  subdivision  of  a 
firm,"  permitting  weeks  of  unemployment  with  more  than  one  firm 
or  appropriate  subdivision  to  be  counted  toward  the  necessary  qualify- 
ing weeks  as  long  as  the  job  with  each  such  firm  or  subdivision  is  in 
adversely  affected  employment  covered  by  a  certification  issued  under 
section  223.  This  change  will  allow  more  workers  in  industries  typified 
by  frequent  total  or  partial  layoffs  and  frequent  movement  of  workers 
between  firms  to  qualify  for  TRA  benefits. 

Amended  section  23i  (a)(2)  also  removes  the  limitation  under  exist- 
ing law  whereby  only  weeks  of  unemployment  in  the  52  weeks  "imme- 
diately preceding"  the  worker's  total  or  partial  separation  can  be 
counted  as  qualifying  weeks.  Under  the  amendment,  a  week  of  em- 
ployment in  which  separation  occurs  will  be  included  as  one  of  the  26 
weeks  of  prelayoff  employment. 

Finally,  amended  section  231(a)(2)  provides  that  any  week  a 
worker  is  on  employer-authorized  leave  for  purposes  of  vacation, 
sickness,  injury,  maternity,  inactive  duty  or  active  military  service 
for  training,  does  not  work  because  of  a  disability  that  is  compensable 
under  a  State  or  Federal  workmen's  compensation  law  or  plan,  or  has 
had  his  employment  interrupted  in  order  to  serve  as  a  full-time 
representative  of  a  labor  organization  in  the  firm  or  subdivision  shall 
be  treated  as  a  week  of  employment  at  wages  of  $30  or  more.  Not  more 
than  6  weeks  of  employer-authorized  leave  or  leave  to  serve  as  a  full- 
time  union  representative,  or  not  more  than  13  weeks  of  disability 
covered  by  workmen's  compensation,  or  not  more  than  13  weeks  com- 
bining: disability  and  up  to  6  weeks  of  employer-authorized  or  union 
leave  can  be  counted  as  weeks  of  employment  for  this  purpose. 

Many  cases  have  come  to  the  attention  of  the  Committee  of  workers 
with  considerable  seniority  in  the  firm  and  long  attachment  to  the 
labor  force  being  unable  to  meet  the  26  weeks  of  work  requirement  in 
the  year  immediately  preceding  lavoff  due  to  the  plant  instituting 
shorter,  intermittent  work  schedules  rather  than  immediate  permanent 
layoffs  of  some  of  the  labor  force  as  it  begins  to  experience  import 
impact,  or  because  the  worker  incurred  a  disabling  injury  or  was  on 
sick,  military  or  other  authorized  leave.  In  other  cases  a  worker  would 
have  met  the  26  week  requirement  if  the  week  the  layoff  occurred  could 
have  been  credited  as  a  week  actually  at  work.  The  amendments  will 
provide  greater  equity  in  the  coverage  of  workers  eligible  for  allow- 
ances by  not  having  eligibility  rest  on  the  timing  of  one  worker's 
authorized  leave  compared  to  that  of  another  worker  in  otherwise 
similar  circumstances,  and  will  remove  the  penalty  for  engaging  in 
worthwhile  activities  such  as  military  duty.  At  the  same  time,  the 
intent  of  existing  law  will  bo  preserved  that  the  worker  have  a  sub- 
stantial attachment  to  the  labor  force  over  a  one-year  period. 

Amended  section  231(a)  (3)  adds  further  new  requirements  not  in- 
cluded under  existing  law  for  individual  adversely  affected  workers 
covered  by  a  certification  to  qualify  for  TRA  benefits.  First,  a  worker 
must  have  received  credit  for  any  waiting  week  period  required  under 
State  or  Federal  unemployment  insurance  law  applicable  to  the 
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worker.  Second,  before  the  worker  can  receive  a  TRA  payment,  he 
must  have  exhausted  all  rights  to  UI  in  his  most  recent  UI  benefit 
period,  either  by  having  received  all  regular  unemployment  insurance 
and  additional  compensation  and  extended  benefits,  if  applicable,  to 
which  he  was  entitled  under  State  or  Federal  law  in  that  period,  or 
because  the  period  has  expired.  Once  the  worker  has  exhausted  UI  he 
is  entitled  to  TRA  benefits  except  for  any  week  he  is  entitled  to  pay- 
ment for  any  further  UI  or  waiting  period  credit.  This  provision  con- 
stitutes a  fundamental  program  change  whereby  TRA  benefits  will 
become  a  continuation  of.  rather  than  supplement  to,  the  unemploy- 
ment insurance  program  and  oriented  to  adjustment  of  workers  who 
are  long-term  or  permanently  unemployed  rather  than  on  temporary 
layoff. 

Once  a  worker  is  determined  to  have  exhausted  all  his  rights  to 
UI  in  the  first  benefit  period,  then  he  may  not  be  determined  to  have 
a  subsequent  exhaustion  of  his  rights  under  that  same  certification. 
In  other  words,  a  worker  would  onlv  be  able  to  collect  TRA  benefits 
under  a  particular  certification  during  the  one  period  following  ex- 
haustion of  his  UI  rights  in  his  most  recent  benefit  period  and  would 
not  be  entitled  to  a  second  round  of  TRA  benefits  for  weeks  of  unem- 
ployment following  exhaustion  of  a  subsequent  UI  benefit  period. 
However,  the  worker  might  be  eligible  to  collect  more  of  his  original 
TRA  entitlement  if  he  is  still  within  his  TRA  benefit  period  after  a 
subsequent  exhaustion  of  UI.  Under  existing  law  workers  may  collect 
up  to  52  weeks  of  basic  TRA  benefits  under  a  single  certification  for 
subsequent  periods  of  unemployment  which  may  have  occurred  for 
reasons  other  than  the  original  trade-related  layoff. 

Finally,  amended  section  231(a)  (4)  makes  certified  workers  subject 
to  the  provisions  of  the  "suitable  work"  test  under  section  202(a)  (3) 
of  the  Federal -State  Extended  Unemployment  Compensation  Act  of 
1970  (EB)  as  a  pre-condition  to  receiving  any  TRA  payment.  TRA 
claimants  will  have  to  be  informed  of  this  requirement  prior  to  their 
first  week  of  TRA  eligibility.  The  EB  work  test  requires  that  claim- 
ants whose  prospects  of  returning  to  their  line  of  work  are  not  good 
will  be  disqualified  if  they  fail  or  refuse  to  accept  offers  of  "suitable 
work"  as  defined  in  that  Act  or  to  seek  and  apply  for  such  work.  The 
EB  work  test  would  not  apply  to  workers  in  State-approved  training 
as  required  by  section  3304(a)(8)  of  the  Internal  Revenue  Code  of 
1954. 

In  effect,  this  requirement  treats  TRA  eligibility  like  an  extended 
UI  benefit  period  by  requiring  a  worker  to  expand  his  job  search  or 
to  take  a  lower  paying  job,  if  available,  after  having  received  usually 
six  months  of  unemployment  compensation.  The  EB  work  test  is 
currently  applicable  to  TRA  claimants  in  those  States  which  have 
triggered  "on"  an  extended  benefit  period.  Under  amended  section 
231(a)(4)  the  work  test  would  apply  after  the  end  of  the  regular 
UI  benefit  period  to  all  TRA  claimants  in  all  States,  whether  or  not 
the  EB  period  has  been  triggered  "on." 

Amended  section  231  (b)  adds  a  further  provision  to  promote  worker 
reemnloyment  by  authorizing  the  Secretarv  of  Labor  to  require  work- 
ers after  their  first  eight  weeks  of  TRA  eliffibilitv  has  expired  either 
to  accept  training  or  to  extend  their  job  search  if  he  determines  that 


272 


certain  labor  market  area  and  individual  worker  circumstances  are 
met.  If  the  Secretary  determines  with  respect  to  any  labor  market  area 
that  (1)  a  high  level  of  unemployment  exists,  (2)  suitable  employment 
opportunities  are  not  available,  and  (3)  tliere  are  facilities  available 
for  providing  training  under  section  236  of  the  Trade  Act  in  new 
or  related  job  classifications,  he  may  require,  in  accordance  with  such 
regulations  as  he  prescribes,  all  adversely  affected  workers  totally  or 
partially  separated  in  that  area  (1)  whose  first  eight  weeks  of  TEA 
eligibility  have  expired  and  (2)  for  whom  training  is  approved  under 
section  236  either  to  accept  such  training  or  to  search  actively  for 
work  outside  the  labor  market  area.  The  provision  might  apply,  for 
example,  if  a  major  source  of  employment  in  the  area  permanently 
closes  and  the  only  opportunities  for  reemployment  are  training  for 
a  different  occupation  with  expanding  industries  in  the  same  area  or 
search  for  a  job  in  the  same  occupation  in  a  different  area.  No  worker 
would  be  required  to  accept  or  participate  in  training  for  a  period 
longer  than  the  remaining  period  he  is  entitled  to  TRA  benefits  (basic 
benefits  plus,  if  eligible,  an  additional  26  weeks  while  in  training) . 
An  individual  worker  would  not  be  required  to  engage  in  job  search 
beyond  the  labor  market  area  if  training  has  not  been  approved  for 
him  as  an  alternative  choice.  The  term  "labor  market  area"  is  defined 
in  the  Introduction  to  the  Directory  of  Department  Labor  Areas, 
1980  edition,  published  by  the  Department  of  Labor. 

Section  103  of  the  bill  also  amends  the  weekly  TRA  benefit  amount 
under  section  232  of  the  Trade  Act.  Under  existing  law  weekly  TRA 
benefits  are  a  national  uniform  standard  equal  to  70  percent  of  the 
worker's  previous  gross  weekly  wage  (currently  $289  a  week) ,  reduced 
by  (1)  the  amount  of  the  worker's  UI  entitlement,  if  any,  (2)  50  per- 
cent of  any  part-time  earnings  during  the  week,  and  (3)  certain  train- 
ing allowances  paid  under  Federal  law. 

Amended  section  232  shifts  TRA  benefit  levels  to  a  State  standard 
limiting  the  allowance  payable  to  an  adversely  affected  worker  for  a 
week  of  total  unemployment  to  an  amount  equal  to  the  most  recent 
UI  benefit  amount  payable  to  him  for  a  week  of  total  unemployment 
during  his  most  recent  benefit  period,  that  is,  the  most  recent  amount 
he  received  in  UI  during  the  benefit  year  in  which  his  trade-related 
layoff  occurred.  That  amount  would  be  reduced  (but  not  below  zero) 
by  (1)  any  training  allowance  under  amended  subsection  (c),  and  (2) 
income  deductible  from  UI  under  the  disqualifying  income  provisions 
of  the  applicable  State  law  or  Federal  UI  law,  such  as  for  partial  un- 
employment, pension  payments,  vacation  pay,  and  certain  proportions 
of  part-time  earnings. 

As  under  existing  law,  subsection  (b)  provides  that  any  adversely 
affected  worker  entitled  to  TRA  benefits  and  undergoing  training  ap- 
proved by  the  Secretary,  including  on-the-job  training,  shall  receive 
for  each  week  of  such  training  the  TRA  benefit  amount  or  the  amount, 
if  greater,  of  any  weekly  training  allowance  under  any  other  Federal 
law  to  which  he  would  be  entitled  if  he  applied.  Such  TRA  amount 
would  be  paid  in  lieu  of  any  training  allowance.  Subsections  (e)  and 
(f )  of  existing  law  are  deleted. 

The  reduction  in  weekly  TRA  payments  under  amended  section  232 
is  intended  to  reduce  the  current  disincentive  to  seek  reemployment  in- 
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herent  in  the  present  higher  benefit  levels  and  to  achieve  greater  equity 
in  unemployment  benefits  available  within  a  particular  State  to  work- 
ers laid  off  because  of  increased  imports  and  those  unemployed  for 
other  reasons. 

Finally,  section  103  of  the  bill  reduces  the  duration  and  maximum 
amount  of  TEA  benefits.  Under  section  233  of  existing  law  basic  TRA 
benefits  are  payable  for  up  to  52  weeks  of  unemployment.  Workers 
age  60  or  over  on  or  before  the  date  of  their  total  or  partial  separation 
are  entitled  to  26  additional  weeks  of  benefits.  A  worker  may  receive 
up  to  26  additional  weeks  of  TRA  payments  to  assist  him  in  completing 
training  approved  by  the  Secretary,  if  he  has  applied  for  the  training 
within  180  days  after  his  most  recent  total  or  partial  separation  or 
first  certification,  whichever  is  later.  Basic  benefits  may  be  collected 
for  weeks  of  unemployment  over  a  maximum  two-year  period  follow- 
ing the  worker's  most  recent  layoff,  additional  benefits  during  a  maxi- 
mum three-year  period  following  layoff. 

Under  amended  section  233(a),  the  total  amount  of  all  trade  re- 
adjustment allowances  payable  to  an  adversely  affected  worker  may  not 
exceed  52  times  the  allowance  payable  under  amended  section  232(a) 
to  the  worker  for  a  week  of  total  unemployment,  minus  the  total 
amount  of  UI  navable  to  the  worker  in  his  most  recent  benefit  period 
(i.e.,  52  times  UI  minus  UI  payable) .  TRA  benefits  may  be  collected 
only  during  the  52-week  period  following  the  week  in  which  the  worker 
exhausted  all  his  rights  to  regular  unemployment  compensation  in  his 
most  recent  benefit  period.  For  example,  a  worker  on  permanent  layoff 
determined  entitled  to  TRA  benefits  in  a  State  with  a  26-week  regular 
UI  program  and  triggered  "on"  a  13-week  extended  benefit  period 
would  exhaust  his  rights  to  regular  compensation  and  begin  the  52- 
week  benefit  period  for  collecting  TRA  payments  after  collecting  26 
weeks  of  UI.  He  would  collect  13  weeks  of  EB  before  becoming  eligi- 
ble to  collect  a  maximum  13  weeks  of  basic  TRA  payments  during  the 
remaining  39-week  TRA  collection  period,  for  a  total  52-week  com- 
bined benefit  entitlement  consisting  of  26  weeks  regular  UI,  13  weeks 
EB,  and  13  weeks  of  TRA.  The  tighter  time  limits  on  the  duration  and 
collection  period  of  benefits  are  consistent  with  the  purpose  of  encour- 
aging reemployment  and  of  reducing  the  incidence  of  TRA  benefit  col- 
lection during  periods  of  non-trade-related  unemployment. 

As  provided  under  section  233(d),  if  the  worker  collects  benefits 
in  a  State  in  which  EB  is  not  triggered  "on"  in  his  most  recent  UI 
benefit  year  until  he  has  exhausted  regular  UI  and  collected  one  or 
more  weeks  of  TRA,  the  number  of  weeks  in  which  the  worker  was 
entitled  to  TRA  in  that  benefit  year  will  be  deducted  from  the  number 
of  weeks  of  extended  beenfits  after  the  close  of  that  benefit  year  to 
which  the  worker  would  otherwise  be  entitled.  The  Secretary  of  Labor 
may  not  certify  any  State  law  for  purposes  of  section  3304  of  the  In- 
ternal Revenue  Code  of  1954  unless  he  determines  that  law  is  in  com- 
pliance with  this  provision. 

In  the  absence  of  subsection  (d) ,  a  worker  could  collect  as  much  as 
65  weeks  rather  than  52  weeks  of  combined  benefits  if  extended  bene- 
fits are  not  triggered  "on"  until  he  has  exhausted  26  weeks  of  regular 
UI  and  collected  25  weeks  of  TRA,  then  collects  13  weeks  of  EB.  plus 
the  remaining  week  of  TRA.  Subsection  (d)  removes  this  inequity  be- 
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tween  workers  in  otherwise  similar  circumstances  of  different  dura- 
tions of  benefits  due  solely  to  the  timing  of  the  EB  trigger  in  a  par- 
ticular State  by  limiting  combined  UI  and  basic  TRA  payments  to  a 
maximum  52  weeks  in  all  cases  involving  extended  benefits. 

In  accordance  with  regulations  prescribed  by  the  Secretary  of  Labor, 
TRA  may  be  paid  under  amended  section  233(b)  for  up  to  26  addi- 
tional weeks  in  the  26- week  period  following  the  worker's  last  week  of 
entitlement  to  basic  TRA  benefits  in  order  to  assist  the  worker  to 
complete  training  approved  under  section  236,  if  the  worker  applies 
for  the  training  program  within  210  days  (an  additional  30  days 
beyond  existing  law)  after  the  date  of  his  first  certification  or  of  his 
first  total  or  partial  layoff,  whichever  is  later.  As  under  existing  law, 
TRA  payment  may  be  made  only  if  the  worker  is  engaged  in  and  is  not 
failing  to  make  satisfactory  progress  in  training.  However,  older  work- 
ers would  no  longer  be  eligible  for  additional  weeks  of  TRA  benefits. 

Under  transition  provisions  of  section  111  of  the  bill,  workers  who 
are  receiving  or  are  entitled  to  TRA  payments  for  weeks  of  unemploy- 
ment beginning  before  October  1,  1981  will  continue  to  be  entitled  to 
existing  benefit  levels  for  any  weeks  of  unemployment  beginning  be- 
fore October  1.  For  weeks  of  unemployment  beginning  after  Septem- 
ber 30,  the  worker  would  be  entitled  to  the  remaining  number  of  weeks 
of  basic  TRA  benefits  and  any  additional  weeks  of  benefits  if  in  train- 
ing the  worker  is  entitled  to  under  the  current  program,  but  at  the  new 
UI  weekly  benefit  level.  The  work  is  also  subject  to  the  new  provi- 
sions requiring  exhaustion  of  rights  to  UI  and  collection  of  TRA  bene- 
fits only  during  the  52-week  period  (78-week  if  in  training)  follow- 
ing exhaustion  of  regular  UI.  Older  workers  receiving  additional 
weeks  of  benefits  for  weeks  of  unemployment  beginning  before  Octo- 
ber 1  would  not  be  entitled  to  TRA  benefits  for  any  additional  weeks 
of  unemployment  beginning  after  October  1.  Claimants  currently  re- 
ceiving UI  and  a  TRA  supplement  as  of  October  1  would  no  longer 
be  eligible  for  such  supplement  and  would  have  to  exhaust  their  rights 
to  UI  in  their  most  recent  benefit  period  before  collecting  any  remain- 
ing weeks  of  TRA  entitlement. 

d.  Training  and  Other  Employment  Services  (Section  104) 

Section  104  of  the  bill  amends  sections  235  and  236  of  the  Trade  Act 
to  place  primary  emphasis  on  and  to  enhance  the  benefits  of  the  posi- 
tive adjustment  aspects  of  the  program  through  a  comprehensive  and 
integrated  approach  for  each  worker.  The  amendments  take  effect 
with  respect  to  registrations  made  for  services  after  September  30. 
1981. 

Under  section  235  of  existing  law  the  Secretary  must  make  every 
reasonable  effort  to  secure  counseling,  testing,  placement,  and  suppor- 
tive and  other  services  provided  under  any  other  Federal  law  for 
certified  adversely  affected  workers.  Under  amended  section  235  the 
Secretary  is  required  to  develop  an  employability  plan  for  any  ad- 
versely affected  worker  covered  by  a  certification  who  is  unemployed 
or  underemployed,  has  registered  with  the  State  Job  Service  or  equiv- 
alent agency,  and  for  whom  the  Secretary  determines  there  is  no  suit- 
able employment  available.  The  plan  would  be  developed  jointly  by 
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the  State  Job  Service  or  its  equivalent  in  cooperation  with  the  worker 
and  with  the  State  Board  for  Vocational  Education  or  equivalent 
agency,  prime  sponsors  under  the  Comprehensive  Employment  and 
Training  Act  (CETA),  and  other  public  01  private  agencies  and  em- 
ployers as  appropriate.  It  would  set  forth  (1)  counseling,  testing, 
placement,  supportive  and  other  services  to  be  furnished  to  and  utilized 
by  the  worker,  and  (2)  such  training,  job  search  and  relocation  under 
sections  236,  237,  and  238  as  may  be  utilized  beneficially  by  the  worker. 
The  Secretary  shall,  whenever  appropriate,  procure  or  provide  train- 
ing and  employment  services  through  agreements  with  cooperating 
State  agencies  or  through  other  appropriate  governmental  agencies  or 
private  sources. 

Under  section  236(a)  of  existing  law,  the  Secretary  of  Labor  may, 
but  is  not  required  to,  approve  training  (on-the-job  insofar  as  possible) 
for  an  adversely  affected  certified  worker  if  he  determines  there  is  no 
suitable  emplojmient  available  but  would  be  if  the  worker  received 
appropriate  training.  Section  104  of  the  bill  amends  section  236(a) 
to  make  training  an  entitlement  if  certain  conditions  are  met.  The 
Secretary  shall,  rather  than  have  discretion  to,  approve  training  for 
a  worker  if  he  determines  that  (1)  there  is  no  suitable  employment 
(which  may  include  technical  and  professional  employment)  available 
for  a  worker  for  whom  an  employability  plan  is  developed  under 
amended  section  235;  (2)  the  worker  would  benefit  from  appropriate 
training;  (3)  there  is  a  reasonable  expectation  (not  necessarily  a  prior 
guarantee)  of  employment  following  completion  of  training;  (4) 
training  approved  by  the  Secretary  is  available  to  the  worker  from 
governmental  or  private  sources  (which  may  include  area  vocational 
education  schools  and  employers)  ;  and  (5)  the  worker  is  qualified  to 
undertake  and  complete  such  training.  Upon  the  Secretary's  approval 
of  the  training,  the  worker  shall  be  entitled  to  have  payment  of  the 
training  costs  paid  on  his  behalf  by  the  Secretary. 

Insofar  as  possible,  the  Secretary  of  Labor  shall  provide  or  assure 
provision  of  training  on  the  job,  which  shall  include  related  education 
necessary  to  acquire  skills  needed  for  a  position  within  a  particular 
occupation.  The  purpose  of  this  amendment  is  to  ensure  that  on-the-job 
training  does  in  fact  provide  the  skills  necessary  for  the  worker  to 
obtain  emplovment  in  a  particular  occupation  rather  than  simply  a 
iob  on  a  particular  site.  If  institutional  training  is  appropriate,  the 
Secretary  shall  give  priority  to  provision  of  that  training  in  public  area 
vocational  education  schools  if  he  determines  such  schools  are  at  least 
as  effective  and  efficient  as  other  institutional  alternatives.  In  the  in- 
terest of  conserving  Federal  funds  and  more  fully  utilizing:  existing 
mibliclv-funded  resources,  the  Committee  believes  that  priority  should 
be  sriven  to  institutional  training  in  public  area  vocational  education 
schools  if  the  institutional  training  they  have  available  is  as  effective 
md  efficient,  including  in  cost,  as  that  available  from  private  schools 
for  meet  ins:  particular  training  needs. 

An  employability  plan  would  be  prepared  and  employability  serv- 
ices and/or  training  mav  be  provided  certified  workers  who  register 
with  the  appropriate  State  a  gene  v  even  though  they  may  not  have  yet 
exhausted  their  rights  to  unemployment  compensation  and  become 
oligible  for  TRA  benefits.  As  provided  in  section  102.  workers  should 
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be  given  information  about  such  services  and  should  also  be  encouraged 
to  register  with  the  State  agency  at  the  earliest  possible  date  in  order 
to  maximize  their  reemployment  prospects.  It  is  the  Committee's 
understanding  that  application  of  the  EB  work  test  prior  to  the  work- 
er's eligibility  for  TRA  benefits  would  require  mandatory  work  regis- 
tration for  those  workers  whose  prospects  of  returning  to  work  in 
their  customary  occupation  within  a  reasonably  short  period  are  not 
good.  If  the  worker  has  already  entered  approved  training,  the  EB 
work  test  would  not  apply.  Otherwise,  registration  at  that  time  would 
be  the  latest  date  from  which  development  of  an  employability  plan 
would  be  required. 

For  purposes  of  amended  sections  235  and  236  the  term  "suitable 
employment"  is  denned  to  mean  ''work  of  a  substantially  equal  or 
higher  skill  level"  than  the  worker's  previous  adversely  affected  em- 
ployment "at  not  less  than  80  percent  of  the  worker's  average  weekly 
wage."  Consequently,  an  employability  plan  will  be  developed  and 
employment  services  under  section  235  and  training  under  section  236 
may  be  provided  workers  even  if  "suitable  work"  as  defined  under  the 
EB  test  is  available  to  a  certified  worker  when  he  becomes  eligible  for 
TRA  benefits.  While  a  worker  would  be  obliged  to  accept  EB  suitable 
work  pending  training,  section  236  as  amended  specifically  provides 
that  a  worker  may  not  be  determined  ineligible  or  disqualified  for  UI 
or  TRA  benefits  or  for  employment  services,  training,  supplemental 
assistance,  or  job  search  and  relocation  allowance  benefits  because  of 
leaving  work  which  is  not  suitable  employment  in  order  to  enter  train- 
ing, or  because  of  the  application  to  any  week  in  training  of  pro- 
visions of  State  law  or  Federal  UI  law  relating  to  availability  for 
work,  active  search  for  work,  or  refusal  to  accept  work.  The  Committee 
believes  it  is  in  the  interest  of  the  Nation's  overall  standard  of  living 
as  well  as  that  of  individual  workers  to  seek  their  reemployment  in 
equal  or  higher  skill  and  wage  level  occupations  rather  than  to  force 
or  retain  them  in  minimum  wage  or  State  UI  benefit  level  jobs. 

Section  236(b)  of  the  Trade  Act  authorizes  supplemental  assistance 
necessary  to  defray  transportation  and  subsistence  expenses  for  sepa- 
rate maintenance  when  training  is  provided  in  facilities  beyond  com- 
muting  distance  of  the  worker's  regular  place  of  residence.  Payments 
for  subsistence  cannot  exceed  $15  per  day:  payments  of  transporta- 
tion expenses  cannot  exceed  12  cents  per  mile.  In  light  of  inflation 
since  the  expense  allowance  levels  were  established  in  1974.  section 
104(b)  of  the  bill  increa=ps  the  supplemental  assistance  payments  the 
Secretary  may  authorize  for  "reasonable"  transportation  and  subsist- 
ence expenses  which  cannot  exceed  (1)  for  subsistence,  actual  per 
diem  expenses  or  50  percent  of  the  prevailing  per  diem  allowance  rate 
authorized  under  the  Federal  Travel  Regulations,  whichever  is  less, 
and  (2)  for  travel  expenses,  the  prevailing  mileage  rate  authorized 
under  the  Federal  Travel  Regulations. 

e.  Job  Search  and  Relocation  Allowances  (Sections  105  and  106) 

Sections  10a  and  106  of  the  bill  increase  the  levels  of  iob  search  and 
relocation  allowance-  and  amend  the  time  limits  for  application  under 
sections  237  and  238  of  the  Trade  Act.  The  amendments  take  effect 
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with  respect  to  applications  for  allowances  filed  after  September  30, 
1981. 

Section  105  amends  the  provisions  for  job  search  allowances  under 
section  237  in  three  respects.  It  amends  section  237(a)  to  eliminate 
the  present  requirement  that  a  certified  worker  must  be  totally  sepa- 
rated before  filing  an  application  for  a  job  search  allowance.  The 
amendment  would  enable  partially  separated  workers  covered  by  a 
certification  to  apply  for  allowances  in  anticipation  of  possible  total 
layoff,  thereby  expediting  the  receipt  of  job  search  allowances  once 
layoff  occurs.' Section  105(a)  also  amends  section  237(a)  to  increase 
reimbursement  for  job  search  expenses  from  the  present  80  percent  to 
90  percent  of  necessary  expenses  as  prescribed  by  regulations,  and  to 
increase  the  present  $500  maximum  job  search  allowance  to  a  maximum 
$600  reimbursement.  Under  existing  regulations,  maximum  expense 
levels  of  which  80  percent  may  be  reimbursed  are  $17  per  day  for  sub- 
sistence ($12  per  day  for  lodging,  $5  per  day  for  meals)  and  12  cents 
per  mile  for  auto  travel.  The  Committee  understands  that  current 
practice  will  continue  of  establishing  by  regulation  the  same  expense 
levels  for  job  search  allowances  as  for  supplemental  training  sub- 
sistence and  transportation  allowances.  Section  105  stipulates  that 
reimbursement  cannot  be  made  for  subsistence  and  transportation  ex- 
penses exceeding  those  under  amended  section  236(b). 

Section  105  amends  section  237(b)  (1)  to  provide  that  no  job  search 
allowances  will  be  granted  unless  and  until  an  adversely  affected 
worker  has  been  totally  separated,  even  though  such  a  worker  may 
file  for  the  allowances  prior  to  his  total  layoff.  It  also  amends  section 
237(b)  (3)  to  extend  the  time  limit  within  which  a  worker  must  file 
an  application  for  a  job  search  allowance  to  one  year  after  the  date  of 
his  certification  of  eligibility  to  apply  for  adjustment  assistance  or  one 
year  after  the  date  of  his  last  total  separation,  whichever  is  later.  A 
worker  referred  by  the  Secretary  of  Labor  to  training  may  apply 
within  six  months  after  the  completion  date  of  his  training.  Under 
present  law  a  certified  worker  must  file  an  application  no  later  than 
one  year  after  the  date  of  his  last  total  separation  or  within  a  reasona- 
ble period  of  time  (6  months  by  regulation)  after  completing  training. 
Under  these  time  limits,  a  worker  may  be  denied  an  opportunity  to 
apply  for  job  search  allowances  since  the  date  of  his  last  total  separa- 
tion may  occur  14  months  prior  to  the  date  of  his  certification  or  even 
earlier  since  certifications  are  often  not  made  within  the  60-day  stat- 
utory time  limit.  The  amendments  will  provide  a  more  realistic  dead- 
line by  triggering  the  time  limit  from  the  date  of  the  required  certi- 
fication if  later  than  the  date  of  last  layoff. 

Section  106  contains  similar  amendments  to  the  provisions  for  re- 
location allowances  under  section  238  of  the  Trade  Act.  It  amends 
section  238(a)  to  eliminate  the  present  requirement  that  a  certified 
worker  must  be  totally  separated  before  filing  an  application  for  a 
relocation  allowance.  The  amendment  would  enable  partially  sepa- 
rated workers  colored  bv  a  certification  to  file  for  moving  and  related 
expenses  in  anticipation  of  total  layoff  and  relocation,  thereby  expedit- 
ing the  receipt  of  relocation  allowances  if  layoff  takes  place. 

Section  106  also  amends  section  238  ( a )  to  provide  definite  time  limits 
within  which  a  worker  must  file  an  application  for  a  relocation  allow- 
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ance,  i.e.,  within  14  months  after  the  date  of  his  certification  of  eligi- 
bility to  apply  for  adjustment  assistance  or  14  months  after  the  date 
of  his  last  total  separation,  whichever  is  later.  A  worker  referred  by 
the  Secretary  of  Labor  to  training  may  apply  within  six  months  after 
the  completion  date  of  his  training. 

As  provided  under  amended  subsections  (b)  and  (c),  a  worker 
would  have  to  be  totally  unemployed  and  his  relocation  occur  within 
six  months  after  filing  the  application  or  concluding  training  to  actu- 
ally receive  a  relocation  allowance.  TRA  eligibility  would  no  longer 
be  a  reauirement  for  entitlement  to  a  relocation  allowance. 

Finally,  section  106  amends  section  238(d)  of  the  Trade  Act  to 
increase  relocation  allowances  from  80  percent  to  90  percent  of  reason- 
able and  necessary  expenses,  and  to  increase  the  additional  lump  sum 
payment  from  a  $500  to  $600  maximum.  As  in  the  case  of  job  search 
allowances,  allowable  expenses  for  subsistence  and  transportation 
would  be  consistent  with  and  not  exceeding  the  levels  established  for 
supplemental  training  assistance  under  section  104(b).  These  amend- 
ments are  consistent  with  comparable  increases  in  job  search  allow- 
ances under  section  105. 

f.  Recovery  of  Overpayments  (Section  107) 

Section  107  of  the  bill  broadens  as  of  date  of  enactment  of  this  Title 
the  present  provision  under  section  243  of  the  Trade  Act  relating  to 
the  recovery  of  overpayments  in  order  to  protect  program  funds,  and 
substitutes  a  national  rule  for  recovery  of  non-fraudulent  overpay- 
ment for  the  State  rules  that  apply  under  existing  law.  Under  existing 
law,  if  a  cooperating  State  agency,  the  Secretary  of  Labor,  or  a  court 
of  competent  jurisdiction  finds  an  overpayment  resulted  because  any 
person  has  made  or  caused  to  be  made  a  false  statement  or  representa- 
tion of  material  fact  knowing  it  to  be  false,  or  has  knowingly  failed 
or  caused  another  to  fail  to  disclose  a  material  fact,  such  person  is 
liable  to  repay  that  amount  or  it  may  be  recovered  by  deductions  from 
amounts  payable  to  that  person  under  the  trade  adjustment  assistance 
program.  Non-fraudulent  overpayments  are  recovered  or  waived  in 
accordance  with  the  applicable  State  law. 

Section  243  as  amended  by  the  bill  makes  a  person  receiving  an 
overpayment,  whether  fraudulent  or  otherwise,  liable  for  repayment, 
subject  to  discretionary  waiver  by  the  State  agency  or  the  Secretary 
of  Labor  upon  determination  that  the  payment  was  made  without 
fault  of  the  individual  and  that  requiring  repayment  would  be  con- 
trary to  equity  and  good  conscience.  Unless  otherwise  recovered  or 
waived,  the  State  agency  or  the  Secretary  shall  recover  the  overpay- 
ment by  deductions  from  any  sums  payable  to  the  person  under  the 
trade  adjustment  assistance  program  or  under  any  other  Federal  law 
administered  by  the  State  agency  or  by  the  Secretary  providing  pay- 
ments for  unemployment.  Notwithstanding  any  other  provisions  of 
State  law  or  Federal  law  to  the  contrary,  the  Secretary  may  require 
the  State  agency  to  recover  any  adjustment  assistance  overpayment 
by  deduction  from  any  UI  payable  to  the  person  under  State  law. 
No  single  deduction  can  exceed  50  percent  of  the  amount  otherwise 
payable.  In  the  case  of  false  statement  or  representation  or  of  non- 
disclosure, the  individual  would  also  be  ineligible  for  any  further 
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trade  adjustment  assistance  payments.  No  repayment  may  be  required 
or  deduction  made  without  notice  to  the  individual  of  the  determina- 
tion, an  opportunity  given  for  a  fair  hearing,  and  until  the  deter- 
mination has  become  final. 

g.  Authorization  of  Appropriations  (Section  108) 

Section  245  of  the  Trade  Act  provided  for  the  establishment  of  a 
trust  fund  and  authorized  the  appropriation  from  customs  revenues 
of  such  sums  as  may  be  necessary  to  carry  out  the  program,  including 
training  costs.  This  trust  fund  was  never  established.  One  of  the  major 
shortcomings  and  criticisms  of  the  program  in  providing  positive  ad- 
justment has  arisen  largely  because  only  minimal  funds  have  been 
allocated  annually  from  a  discretionary  fund  of  the  Secretary  of  La- 
bor under  CETA  for  training  costs.  Since  the  Trade  Act  program  be- 
gan, annual  funding  for  training  has  never  exceeded  $16  million,  and 
is  only  $8  million  in  fiscal  year  1981  for  training,  job  search  and  reloca- 
tion allowances  combined.  In  comparison,  expenditures  for  TKA  en- 
titlements have  increased  steadily  from  $70  million  in  fiscal  year  1976 
to  a  projected  $2.7  billion  in  the  current  fiscal  year.  In  fiscal  year  1980 
alone  about  5,600  workers  paid  the  costs  of  their  own  approved  train- 
ing courses.  In  some  other  cases,  State  agencies  have  told  workers  not 
even  to  apply  for  training  because  Federal  funds  to  pay  for  the  train- 
ing costs  were  not  available. 

Section  108  of  the  bill  deletes  the  provision  of  the  trust  fund  and 
replaces  it  by  two  authorizations  of  appropriations  to  the  Department 
of  Labor :  ( 1 )  such  sums  as  may  be  necessary  for  purposes  of  carrying 
out  the  certification,  TRA  benefit,  and  employment  service  provisions ; 
and  (2)  not  less  than  $112  million  for  each  of  fiscal  years  1982  and  1983 
for  carrying  out  the  training,  job  search,  and  relocation  provisions, 
and  of  which  amount  5  percent  is  authorized  for  purposes  of  an  evalu- 
ation of  the  effectiveness  of  the  trade  adjustment  assistance  program. 
It  is  the  Committee's  understanding  that  the  Administration  intends 
to  request  an  appropriation  of  $112  million  for  fiscal  year  1982  for 
these  purposes.  Section  104  of  the  bill  requires  a  quarterly  report  to  the 
Congress  from  the  Secretary  of  Labor  on  the  amount  of  funds  expended 
for  training  during  the  previous  quarter  and  the  anticipated  demand 
for  training  in  any  remaining  quarters. 

By  making  training  an  entitlement  and  authorizing  not  less  than 
$112  million  annually  in  fiscal  year  1982  and  1983  for  training,  job 
search,  and  relocation,  the  Committee  emphasizes  that  worker  train- 
ing is  the  most  important  aspect  of  the  adjustment  assistance  pro- 
gram. The  entitlement  also  ensures  that  the  Administration  will  re- 
quest adequate  appropriations  from  the  Congress  to  meet  worker 
demand  for  approved  training  and  that  the  availability  and  approval 
of  training  will  no  longer  be  contingent  on  its  priority  relative  to 
other  demands  on  the  allocation  of  discretionary  funds. 

h.  Definitions;  Conforming  Amendments:  Effective  Dates  and 
Transitional  Provisions  (Sections  109,  110,  and  111) 

Sections  109  and  110  of  the  bill  amend  certain  definitions  of  terms 
and  make  conforming  amendments  in  existing  law.  Section  111  pro- 
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vides  a  date  of  enactment  effective  date  except  as  otherwise  specified 
and  transitional  provisions  for  workers  receiving  or  entitled  to  re- 
ceive TKA  benefits  for  weeks  of  unemployment  prior  to  October  1, 
1981. 

2.  PART  B:  TRADE  ADJUSTMENT  ASSISTANCE  FOR  FIRMS 

a.  Group  Eligibility  Requirements  (Section  121) 

Section  121  of  the  bill  amends  the  criteria  for  certification  of  in- 
dividual firms  as  eligible  to  apply  for  adjustment  assistance  to  con- 
form to  the  stricter  import  causation  standard  adopted  under  section 
101  for  certification  of  groups  of  workers.  Section  121  would  require 
that  increased  imports  of  articles  like  or  directly  competitive  with 
articles  produced  by  the  firm  be  a  ''substantial  cause"  of  ,  rather  than 
''contribute  importantly"  to,  the  total  or  partial  separation  of  the 
workers  from  the  firm  and  its  decline  in  sales  and/or  production. 
"Substantial  cause"  is  defined  as  "a  cause  which  is  important  and 
not  less  than  any  other  cause."  The  same  guidelines  should  be  used 
in  applying  this  stricter  standard  as  described  above  for  the  same 
criteria  under  the  worker  program.  The  amendment  would  apply 
to  petitions  for  certification  filed  under  section  251  of  the  Trade  Act 
on  or  after  the  date  of  enactment  of  this  Title,  and  to  petitions  filed 
before  date  of  enactment  if  the  Secretary  of  Commerce  has  not  made 
a  determination  regarding  certification. 

b,  Technical  Assistance  (Sections  122  and  128) 

Sections  122  and  128  of  the  bill  provide  authority  in  the  Trade  Act  to 
continue  current  practice  under  the  program  with  respect  to  technical 
assistance.  Applications  for  technical  assistance  accepted  by  the  Secre- 
tary of  Commerce  before  the  date  of  enactment  of  this  Title  will  con- 
tinue to  be  processed  under  existing  law. 

Under  section  253(a)  of  the  Trade  Act  the  Secretary  of  Commerce 
may  furnish  technical  assistance  only  to  a  certified  firm  in  developing 
and/or  implementing  a  proposal  for  its  economic  adjustment.  How- 
ever, under  authority  of  the  Public  Works  and  Economic  Development 
Act  of  1965,  as  amended  (PWEDA)  the  Secretary  currently  also  pro- 
vides pre-certification  technical  assistance  to  firms  in  preparing  their 
petitions  for  certification. 

Section  253(a)  as  amended  by  section  122  of  the  bill  would  pro- 
vide authority  under  the  Trade  Act  for  the  Secretary  to  provide  techni- 
cal assistance  to  a  firm  in  preparing  its  petition  for  certification  under 
section  251,  as  well  as  to  a  certified  firm  in  developing  and/or  imple- 
menting its  economic  adjustment  proposal.  The  purpose  of  the  amend- 
ment is  to  preserve  current  program  practice  following  its  scheduled 
transfer  within  the  Department  of  Commerce  from  the  Economic 
Development  Administration  (EDA)  to  the  International  Trade  Ad- 
ministration (ITA). 

Section  253(b)  of  existing  law  authorizes  the  Secretary  of  Com- 
merce to  furnish  technical  assistance  through  existing  agencies  and 
through  private  individuals,  firms,  or  institutions,  including  private 
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consulting  services.  Under  current  program  practice,  regional  Trade 
Adjustment  xVssistance  Centers  (TAACs) ,  comprised  of  private  sector 
nonprofit  organizations,  universities,  research  institutes,  and  State 
agencies,  have  been  established  as  the  primary  vehicles  for  provid- 
ing technical  assistance.  Administrative  expenses  have  been  funded 
through  grants  from  the  Secretary  of  Commerce  under  PWEDA 
authority. 

Section  253(b)  as  amended  by  section  122  of  the  bill  provides 
specific  authority  under  the  Trade  Act  to  furnish  technical  assistance 
to  firms  by  grants  to  intermediary  organizations  such  as  the  TAACs, 
which  grants  may  defray  up  to  100  percent  of  their  administrative 
expenses.  x\To  change  is  made  in  existing  authority  of  the  U.S.  Govern- 
ment to  bear  a  maximum  of  75  percent  of  the  cost  of  technical  assistance 
furnished  through  private  individuals,  firms,  or  institutions. 

Section  128  of  the  bill  adds  a  new  section  265  to  the  Trade  Act  au- 
thorizing the  Secretary  of  Commerce  to  provide  technical  assistance 
of  up  to  $2  million  annually  per  industry,  on  terms  and  conditions  he 
deems  appropriate,  to  establish  industry-wide  programs  for  new  prod- 
uct or  new  process  development,  export  development,  or  other  uses 
consistent  with  adjustment  assistance  objectives.  It  may  be  furnished 
through  existing  agencies,  private  individuals,  firms,  universities,  and 
institutions,  and  by  grants,  contracts,  or  cooperative  agreements  to 
associations,  unions,  or  other  nonprofit  industry  organizations  in  which 
a  substantial  number  of  firms  have  been  certified  under  section  251. 
No  authority  currently  exists  under  the  Trade  Act  for  technical  as- 
sistance on  an  industry-wide  as  opposed  to  individual  firm  basis. 
However,  a  number  of  import-impacted  industries,  including  footwear 
and  apparel,  have  received  such  assistance  through  special  programs 
established  under  authority  of  the  PWEDA.  This  amendment  to  the 
Trade  Act  will  enable  such  programs,  which  have  proven  quite  effec- 
tive, to  continue  if  EDA  is  abolished. 

c.  Financial  Assistance  (Sections  123-126) 

Sections  123-126  of  the  bill  make  minor  modifications  in  the  Trade 
Act  with  respect  to  interest  rates  on  loan  guarantees  and  maximum  loan 
maturities,  to  ensure  the  validity  of  guarantees,  and  in  the  conditions 
for  providing  financial  assistance.  Applications  for  financial  assistance 
accepted  by  the  Secretary  of  Commerce  prior  to  the  date  of  enactment 
of  this  Title  will  continue  to  be  processed  under  existing  law. 

Under  section  255(b)  of  the  Trade  Act  the  Secretary  of  Commerce 
cannot  guarantee  a  loan  to  a  firm  at  an  interest  rate  higher  than  the 
maximum  rate  a  participating  bank  may  establish  on  guaranteed  loans 
made  under  section  7(a)  of  the  Small  Business  Act.  Section  255(c)  as 
amended  by  section  124  of  the  bill  prohibits  the  Secretary  from  guaran- 
teeing a  loan  if  (1)  he  determines  that  the  interest  rate  on  either  the 
portion  to  be  guaranteed  or  on  the  portion  not  to  be  guaranteed  is 
excessive  when  compared  with  other  loans  bearing  Federal  guarantees 
and  subject  to  similar  terms  and  conditions,  and  (2)  the  interest  on 
the  loan  is  exempt  from  Federal  income  taxation  under  section  103 
of  the  Internal  Revenue  Code  of  1954.  The  existing  interest  rate  under 
section  255  (b)  on  direct  loans  would  remain  unchanged. 
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The  purpose  of  the  first  amendment  is  to  give  the  Secretary  greater 
flexibility  and  latitude  in  determining  whether  to  guarantee  a  loan 
based  on  whether  the  interest  rate  is  in  accord  with  existing  condi- 
tions in  the  free  market  rather  than  with  a  rate  established  periodically 
by  a  Government  agency.  Under  existing  law,  if  the  SBA  rate  is  lower 
than  the  free  market  rate,  no  bank  would  offer  a  loan  at  the  SBA 
authorized  rate.  Under  the  amendment,  if  the  SBA  rate  is  higher  than 
the  free  market  rate,  then  the  free  market  rate  would  prevail ;  if  the 
free  market  rate  is  above  the  SBA  rate,  the  Secretary  may  guarantee 
the  loan  if  the  rate  is  not  excessive  compared  to  other  Federal-guaran- 
teed loans  subject  to  similar  terms  and  conditions.  The  purpose  of  the 
second  amendment  is  to  prohibit  guarantees  on  tax  exempt  bonds,  i.e., 
industrial  development  bonds. 

Section  255(c)  of  existing  law  prohibits  the  Secretary  of  Commerce 
from  making  a  direct  loan  or  guarantee  of  a  loan  exceeding  a  maturity 
of  25  years,  including  renewals  and  extensions.  Section  124  amends  sec- 
tion 255(c)  to  provide  a  maximum  maturity,  including  extensions  and 
renewals,  of  (1)  10  years  on  direct  loans  or  loan  guarantees  to  supply 
working  capital,  and  (2)  25  years  or  the  useful  life  of  the  fixed  assets, 
whichever  period  is  shorter,  on  direct  loans  or  loan  guarantees  for 
land,  plant,  building,  equipment,  facilities,  or  machinery  under  section 
254(b)  (1).  Under  section  255(c)  (2)  the  Secretary  may  renew  or  ex- 
tend a  loan  or  guarantee  for  an  additional  period  of  10  years  if  he  de- 
termines it  is  reasonably  necessary  for  the  orderly  liquidation  or 
servicing  (i.e.  restructuring)  of  the  loan.  The  10  year  maximum  matu- 
rity for  working  capital  loans  conforms  to  existing  practice. 

Finally,  section  124  of  the  bill  also  amends  section  255  (d)  and  (e) 
of  the  Trade  Act  to  add  provisions  to  make  participation  in  the  loan 
guarantee  program  more  attractive  to  private  lenders  by  giving  them 
much  greater  assurance  of  a  valid  guarantee.  The  amendments  (1) 
authorize  the  Secretary  of  Commerce  to  enter  arrangements  for  serv- 
icing, including  foreclosure,  of  direct  loans  or  of  loan  guarantees  or 
evidences  of  indebtedness  on  terms  which  are  reasonable  and  protect 
U.S.  financial  interests;  (2)  explicitly  permit  the  Secretary  to  enter 
guarantee  agreements  in  which  the  loan  is  evidenced  by  multiple 
obligations  for  the  guaranteed  and  non-guaranteed  portions  of  the 
loan ;  and  (3)  provide  that  the  guarantee  agreement  shall  be  conclusive 
evidence  of  the  eligibility  of  any  obligation  for  the  guarantee  and  that 
the  validity  of  the  guarantee  agreement  is  incontestable  except  for 
fraud  or  misrepresentation  by  the  holder.  Section  125  of  the  bill  amends 
section  256(b)  of  the  Trade  Act  to  include  an  authorization  of  appro- 
priations for  the  payment  of  principal,  interest,  and  reasonable  costs 
incident  to  default  on  loans  guaranteed  by  the  Secretary. 

Section  125  of  the  bill  also  limits  the  principal  amount  of  loans  made 
or  guaranteed  by  the  Secretary  of  Commerce  to  the  amount  provided 
in  advance  in  appropriation  Acts.  Existing  law  contains  no  limitation 
on  the  amount  that  may  be  guaranteed. 

Section  126  of  the  bill  amends  section  257  of  the  Trade  Act  to  add 
authority  for  the  Secretary  of  Commerce,  to  the  extent  he  deems  it 
appropriate,  to  treat  as  privileged  or  confidential  within  the  meaning 
of  the  Freedom  of  Information  Act  any  record,  material,  or  data  he 
receives  in  connection  with  an  application  for  financial  assistance 
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which  contains  trade  secrets  or  commercial  or  financial  information 
concerning  the  operation  or  competitive  position  of  any  business. 

Section  126  also  adds  a  provision  to  section  257  of  existing  law  that 
direct  loans  or  loan  guarantees  for  the  acquisition  or  development  of 
real  property  or  other  capital  assets  shall  ordinarily  be  secured  by  a 
first  lien  on  the  assets  to  be  financed  and  shall  be  fully  amortized. 
While  the  Government  should  attempt  to  obtain  the  preferred  position 
on  the  collateral  securing  the  loan  or  guarantee,  the  Secretary  may 
make  exceptions  to  these  standards  if  necessary  to  achieve  the  objec- 
tives of  the  program  as  long  as  he  develops  appropriate  criteria  to  pro- 
tect U.S.  interests. 

d.  Repeal  of  Transitional  Provisions;  Conforming  Amendments; 
Effective  Date  (Sections  127,  129,  and  130) 

Sections  127,  129,  and  130  of  the  bill  repeal  the  transitional  pro- 
visions under  section  263  of  the  Trade  Act,  make  conforming  amend- 
ments to  the  Trade  Act,  and  provide  an  effective  date  and  transitional 
provisions  for  the  amendments  in  the  firm  adjustment  assistance 
program. 

3.  PART  C:  TRADE  ADJUSTMENT  ASSISTANCE  FOR  COMMUNITIES; 
PROGRAM  REAUTHORIZATION 

a.  Repeal  of  Adjustment  Assistance  Program  for  Communities 

(Section  141) 

Section  141  of  the  bill  repeals  the  trade  adjustment  assistance  pro- 
gram for  communities  under  Chapter  4  of  Title  II  of  the  Trade  Act  as 
of  the  date  of  enactment  of  this  Title.  The  program  has  never  been 
utilized,  some  assistance  to  trade-impacted  communities  having  been 
provided  instead  under  the  more  flexible  criteria  of  Title  IX  of  the 
PWEDA. 

b.  Reauthorization  of  Adjustment  Assistance  Programs  for 
Workers  and  Firms  (Section  142) 

Section  142  of  the  bill  reauthorizes  the  trade  adjustment  assistance 
programs  for  workers  and  firms  for  one  year  by  amending  their 
termination  date  under  section  284  of  the  Trade  Act  from  September 
30, 1982  to  September  30, 1983. 

B.  Title  II :  Federal  Old- Age,  Survivors,  and  Disability  Insurance 

Programs 

1.  PHASE-OUT  OF  POST-SECONDARY  STUDENT  BENEFITS 
(SECTION  201) 

Present  Law  and  Background 

A  student's  benefit  is  payable  to  an  unmarried  child  or  eligible 
grandchild  of  a  retired  or  disabled  worker  or  of  a  deceased  worker  who 
was  fully  or  currently  insured  if  the  child  is  a  full-time  student  aged 
18-21  or  reaches  age  22  before  completing  a  semester  or  quarter. 
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Explanation  of  Provision 

Section  201  of  the  bill  would  amend  the  provisions  of  the  Social 
Security  Act  dealing  with  child's  benefits  to  phase  out  over  a  4-year 
period,  beginning  in  January  1983,  benefits  to  children  between  the 
ages  of  18  and  22  because  of  their  full-time  attendance  as  students  at 
institutions  of  higher  education  or  other  post-secondary  schools.  Chil- 
dren who  are  currently  aged  18-22  and  receiving  benefits  as  full-time 
students  as  well  as  those  who  are  enrolled  as  full-time  post-secondary 
students  in  December  1982  or  a  prior  month  could  continue  to  receive 
benefits  until  age  22,  but  would  be  precluded  from  receiving  future 
benefit  increases  after  the  1981  increase,  and  beginning  in  1982  would 
receive  no  payments  during  the  summer  months,  June  through  Au- 
gust, unless  the  student  is  enrolled  in  a  full-time  summer  school  pro- 
gram. A  full-time  "summer  school  program"  will  be  defined  in  regula- 
tions established  by  the  Secretary  of  Health  and  Human  Services  as 
one  which  requires  attendance  of  at  least  15  days  in  any  2  of  the  3 
summer  months,  June  through  August.  Children  age  18  and  below 
would  not  be  affected  by  any  changes  made  by  this  provision.  Also, 
children  over  18  would  continue  to  receive  benefits  until  comple- 
tion of  their  elementary  or  secondary  education.  Where  the  benefits  of 
a  family  containing  a  post-secondary  student  are  limited  by  the  family 
maximum  amount,  the  dollars  resulting  from  reduction  or  elimination 
of  the  student's  benefit  will  be  re-distributed  to  the  other  family  mem- 
bers up  to  the  family  maximum  amount. 

The  Committee  feels  that  the  post-secondary  student  benefit  does 
not  coordinate  with  educational  assistance  programs  that  have  been 
developed  since  the  student  benefit  was  established  by  legislation  en- 
acted in  1965.  Educational  assistance  is  granted  more  equitably  and 
efficiently  through  those  other  Federal  student  aid  programs.  Your 
Committee  also  feels,  however,  that  adequate  notice  of  this  change 
must  be  given  families  who  may  have  anticipated  receiving  these  bene- 
fits in  the  future. 

2.  TERMINATION  OF  MOTHERS'  AND  FATHERS'  BENEFITS  WHEN 
CHILD  ATTAINS  AGE  16  (SECTION  202) 

Present  Law  and  Background 

A  monthly  benefit  is  paid  to  a  widow  (widower)  or  surviving  di- 
vorced mother  (father)  if  (1)  the  deceased  worker  on  whose  account 
the  benefit  is  paid  was  fully  or  currently  insured  at  time  of  death 
and  (2)  widow  (widower)  or  surviving  divorced  mother  (father)  has 
1  or  more  entitled  children  of  the  worker  in  her  (his)  care.  These 
payments  continue  until  the  youngest  child  being  cared  for  reaches 
age  18. 

Explanation  of  Provision 

Section  202  of  the  bill  would  end  entitlement  to  benefits  for  the 
mother  or  father  caring  for  a  child  who  receives  child's  insurance 
benefits,  when  the  child  reaches  age  16  (rather  than  age  18,  as  under 
current  law).  The  provision  would  not  apply  in  the  case  of  a  parent 
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caring  for  a  disabled  child  aged  16  or  over.  The  provision  would  be 
effective  with  respect  to  current  beneficiaries  only  at  the  end  of  two 
years  after  the  month  of  enactment,  but  would  be  effective  for  parents 
becoming  newly  entitled  in  or  after  the  second  month  after  enactment. 
Benefits  to  the  child  or  children  in  the  family  would  continue  until 
age  18  as  under  present  law  (or  22  as  prescribed  under  section  201 
of  the  bill). 

Present  law  provides  a  parent's  benefit  on  the  assumption  that  the 
parent  cannot  work  away  from  the  home  while  a  child  under  the  age  of 
18  is  in  her  (his)  care.  The  Committee  proposed  this  change  in  recog- 
nition of  the  fact  that  the  extent  of  parental  care  ordinarily  required 
for  a  child  who  is  not  disabled  and  is  age  16  or  over  does  not  make  it 
impracticable  for  the  parent  to  work.  The  Committee  feels,  there- 
fore, there  is  insufficient  justification  for  continuing  to  provide  these 
parents  with  social  security  benefits  since  it  can  be  presumed  they  will 
be  able  to  provide  for  their  own  support. 

3.  ELIMINATION  OF  MINIMUM  BENEFIT  LEVEL  (SECTION  203) 

Present  Law  and  Background 

Social  security  benefits  are  based  on  the  worker's  record  of  earnings 
under  social  security  over  his  working  career.  Under  current  law  for 
workers  turning  62  after  December  1978,  if  a  worker's  earnings  record 
would  produce  a  benefit  less  than  $122  per  month,  the  worker  is 
awarded  a  minimum  benefit  of  $122.  If  the  worker  is  taking  a  reduced 
benefit  before  age  65,  the  benefit  is  reduced  accordingly.  Once  the 
worker  is  on  the  benefit  rolls  at  the  minimum  benefit  level,  the  benefit 
is  increased  by  the  cost-of-living  increases  applicable  to  all  social  secur- 
ity benefits. 

Explanation  of  Provision 

Section  203  would  eliminate  the  minimum  payment  floor  for  bene- 
ficiaries first  becoming  eligible  for  benefits  after  December  1981.  Bene- 
ficiaries becoming  eligible  after  that  date  would  receive  a  benefit 
based  strictly  on  their  earnings  record,  and  would  continue  to  receive 
cost-of-living  increases  once  on  the  benefit  rolls. 

The  original  purpose  of  the  minimum  was  to  raise  retirement  income 
for  those  with  very  low  wage  histories,  as  well  as  those  who  worked  in 
jobs  before  social  security  was  extended  to  their  work.  In  the  opinion  of 
your  Committee,  the  minimum  benefit  has  outlived  its  usefulness  and 
can  generate  windfall  benefits  to  workers  with  substantial  earnings 
not  covered  by  social  security.  Criticism  of  the  windfall  aspect  of  the 
minimum  has  been  growing  because  the  minimum  is  increasingly  going 
to  people  who  were  not  primarily  dependent  on  earnings  from  covered 
employment. 

In  general,  low-paid  workers  who  worked  regularly  under  the  social 
security  program  would  not  be  disadvantaged  if  the  minimum  were 
eliminated.  A  regular  worker  retiring  this  year  with  lifetime  earnings 
equal  to  the  prevailing  Federal  minimum  wage  each  year  would  get 
benefits  substantially  higher  than  the  minimum.  Also,  the  special  mini- 
mum benefit  provision  for  long-term,  low-income  workers  would  pro- 
vide higher  benefits  for  that  group  of  workers. 
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Eliminating  the  minimum  emphasizes  that  the  Supplemental  Secur- 
ity Income  (SSI)  program  is  an  appropriate  source  of  income  for 
needy  aged,  blind,  or  disabled  people.  Tnose  social  security  benefici- 
aries who  qualify  for  the  relatively  lower  benefit  in  the  future  wdio  are 
needy  could  receive  SSI  to  a  greater  extent  at  age  65  and  after  than 
is  true  today.  The  Committee  believes  that  this  is  a  more  efficient  and 
appropriate  method  of  dealing  with  the  problem  of  poverty  for  those 
who  have  only  a  marginal  attachment  to  work  covered  by  social 
security. 

However,  your  Committee  also  felt  that  it  would  be  both  inequitable 
and  administratively  difficult  to  eliminate  the  minimum  benefit  for 
current  beneficiaries.  Those  current  beneficiaries  who  would  not  qualify 
for  SSI  benefits  or  have  the  reduction  in  their  benefits  replaced  by  other 
family  benefits  would  suffer  an  arbitrary  and  precipitous  loss  of  in- 
come at  a  time  when  their  ability  or  resources  to  replace  this  income 
may  be  minimal.  In  addition,  your  Committee  has  substantial  doubts 
that  these  beneficiaries  could  be  located  in  a  timely  manner  and  is  con- 
cerned that  the  administrative  difficulties  in  locating  these  individuals 
and  individually  recomputing  their  benefits  would  impose  an  unreason- 
able burden  on  the  Social  Security  Administration  and  its  data  process- 
ing capabilities. 

4.  ROUND  BENEFITS  TO  LOWER  DIME  AND  DOLLAR  (SECTION  204) 

Present  Law  and  Background 

Social  security  benefit  amounts  are  rounded  up  to  the  higher  10 
cents  at  each  stage  of  computing  the  benefit. 

Explanation  of  Provision 

Section  204  provides  for  rounding  benefit  amounts  dowrn  to  the 
lower  ten  cents  at  each  stage  of  computing  benefits,  except  at  the  last 
step — the  actual  benefit  amount  payable  per  beneficiary.  This  would  be 
rounded  to  the  next  lower  dollar.  For  those  beneficiaries  electing  sup- 
plementary medical  insurance  (SMI),  the  rounding  would  occur  after 
the  SMI  premium  wTas  deducted  from  the  OASDI  benefit  check.  This 
provision  applies  to  benefit  amounts,  including  cost  of  living  adjust- 
ments and  benefit  recomputations,  computed  after  August,  1981. 

5.  REQUESTS  FOR  INFORMATION— COST  REIMBURSEMENT 
(SECTION  205) 

Present  Law  and  Background 

Provisions  of  the  Pension  Reform  Act  require  administrators  of 
most  employee  pension  plans  to  furnish  plan  participants  informa- 
tion concerning  their  accrued  and  vested  benefit  rights.  In  addition, 
employers  are  required  to  maintain  records,  in  accordance  with  De- 
partment of  Labor  regulations,  sufficient  to  determine  the  benefits 
which  are,  or  may  become,  due  to  each  employee.  While  some  pension 
plans  do  not  have  the  earnings  information  necessary  to  provide  the 
required  information,  the  Department  of  Health  and  Human  Services 


287 


does  maintain  it  and  has  already  received  requests  from  some  plans  for 
complete  earnings  histories  of  plan  members.  The  Department  esti- 
mates that  there  will  be  requests  for  about  710,000  individual  earnings 
histories  during  the  next  five  years  at  an  estimated  cost  of  $35.5  million. 

Explanation  of  Provision 

Section  205  of  the  bill  would  make  clear  that  reimbursement  of  these 
costs  is  not  governed  by  the  Freedom  of  Information  Act  or  by  the 
Privacy  Act,  which  contain  provisions  limiting  the  extent  to  which  the 
cost  of  furnishing  information  can  be  recovered.  Under  the  provisions 
of  these  Acts,  it  is  estimated  that  the  allowable  reimbursement  would 
be  no  more  than  $7.5  million  over  the  next  five  years.  Thus,  the  cost  to 
the  social  security  trust  funds  over  the  same  period  would  be  $28  mil- 
lion. Section  205  would  permit  the  Department  to  recover  from  the 
requesting  party  the  full  cost  of  retrieving  and  transmitting  informa- 
tion for  purposes  of  enabling  pension  plans  to  comply  with  the  Pen- 
sion Reform  Act. 

In  addition  to  instances  of  furnishing  information  under  the  Pen- 
sion Reform  Act,  there  are  instances  where  information  furnished 
by  the  Department  of  Health  and  Human  Services  comes  under  the 
same  restrictions  as  to  full  cost  reimbursement  because  of  the  limita- 
tions in  the  Freedom  of  Information  Act  and  the  Privacy  Act.  Section 
205  of  the  bill  provides  that  the  Department  would  have  authority  to 
recover  the  full  cost  of  retrieving  and  transmitting  any  information 
requested  for  any  other  purpose  not  directly  related  to  the  administra- 
tion of  the  program  or  programs  under  the  Social  Security  Act.  This 
authority,  of  course,  would  not  be  used  to  recover  the  full  cost  of  fur- 
nishing to  individuals  information  requested  for  social  security  pro- 
gram purposes.  Changes  made  by  this  subsection  are  effective  on  date  of 
enactment. 

6.  TRANSITION  TO  COST-OF-LIVING  INCREASES  ON  A  FISCAL 
YEAR  BASIS  (SECTION  206) 

Present  Law  and  Background 

The  cost-of-living  increase  provision  enacted  in  December  1973 
intentionally  put  the  benefit  increase  on  a  fiscal  year  basis  in  order 
to  avoid  creating  a  substantial  outlay  increase  in  the  fiscal  year  1974 
budget.  The  fiscal  year  at  that  time  was  on  a  July  to  June  basis.  In 
1977,  the  fiscal  year  was  moved  to  an  October  to  September  basis,  but 
the  month  in  which  the  benefit  increase  is  provided  was  not  similarly 
changed. 

Explanation  of  Provision 

Section  206  of  the  bill  provides  for  moving  the  payment  of  the 
cost-of-living  increase  to  October  instead-  of  July  1982.  In  addition, 
it  provides  that  an  ad  hoc  increase  would  be  paid  in  July  1982  which 
would  be  equal  to  one-half  the  increase  in  the  cost-of-living  from  the 
first  quarter  of  1981  to  the  first  quarter  of  1982. 

In  October,  1982  a  second  benefit  increase  would  be  computed  based 
on  the  increase  in  the  CPI  from  the  first  quarter  of  1981  to  the  March 
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through  May  period  of  1982  (a  fourteen-month  inflation  period  as 
compared  to  the  present  12-month  period)  and  the  remainder  of  the 
benefit  increase  equal  to  this  amount  would  be  paid.  The  October 
increase  plus  the  ad  hoc  increase  in  July  would  equal  the  increase  in 
the  CPI  over  the  14-month  measuring  period.  In  this  way,  benefici- 
aries would  receive  a  total  increase  based  on  14  months  of  inflation, 
from  January  1981  to  March  of  1982.  Future  automatic  increases  after 
1982  would  be  based  on  the  CPI  change  in  the  March  through  May 
period  each  year  and  would  be  payable  in  October  of  each  year, 
restoring  the  payment  to  the  first  month  of  the  fiscal  year.  The 
changes  made  by  this  section  would  also  make  corresponding  changes 
in  the  cost  of  living  adjustments  provided  under  Tier  1  and  the  sur- 
vivors and  spouses's  maximum  benefits  of  Tier  II  of  the  Railroad 
Retirement  Service,  and  under  the  needs-tested  veterans'  pension 
programs. 

7.  REIMBURSEMENT  OF  STATES  FOR  SUCCESSFUL  REHABILITATION 
SERVICES  (SECTION  207) 

Present  Law  and  Background 

Under  existing  law,  an  amount  equal  to  1.5  percent  of  disability 
insurance  expenditures  is  authorized  to  be  expended  from  the  social 
security  trust  funds  for  vocational  rehabilitation.  In  recent  years 
much  less  than  this  has  been  requested  by  the  Administration  and 
appropriated  by  the  Congress. 

Explanation  of  Provision 

Section  207  of  the  bill  would  eliminate  reimbursement  from  the 
trust  funds  to  the  state  vocational  rehabilitation  agencies  for  rehabil- 
itation services  except  in  cases  where  the  services  have  resulted  in  the 
beneficiary's  performance  of  substantial  gainful  activity  for  a  continu- 
ous period  of  9  months.  Such  nine  month  period  could  begin  while  the 
individual  is  under  a  vocational  rehabilitation  ( VR)  program  and  may 
also  coincide  with  the  trial  work  period  and  during  the  individual's 
waiting  period  for  benefits.  The  services  must  be  performed  under  a 
State  plan  for  vocational  rehabilitation  service  under  title  I  of  the 
Rehabilitation  Act  (or  its  successor  plan  if  rehabilitation  services  are 
transferred  to  the  States  under  the  President's  block  grant  proposal). 
In  the  case  of  any  State  which  is  unwilling  to  participate  or  which  does 
have  a  plan  which  meets  the  requirements  of  the  Vocational  Rehabili- 
tation Act,  the  Commissioner  may  provide  such  services  by  agreement 
or  contract  with  other  public  or  private  agencies,  organizations,  in- 
stitutions, or  individuals.  The  determination  that  the  VR  services 
contributed  to  the  successful  return  of  the  individual  to  work  and  the 
determination  of  the  costs  to  reimburse  shall  be  made  by  the  Commis- 
sioner of  Social  Security,  in  consultation  with  the  Commissioner, 
Rehabilitation  Service  Administration,  Department  of  Education,  in 
accordance  with  criteria  formulated  by  the  Commissioner  of  Social 
Security,  Post-employment  services,  including  administration,  coun- 
seling and  placement  costs  would  also  be  subject  to  reimbursement. 
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Changes  made  by  this  section  are  effective  for  services  provided  after 
October  1, 1981. 

Your  Committee  believes  that  the  responsibility  for  the  rehabilita- 
tion of  severely  disabled  persons  lies  primarily  with  the  basic  rehabil- 
itation grant  program  and  should  not  be  financed  in  any  major  way 
by  the  social  security  trust  funds.  However,  by  providing  trust  fund 
reimbursement  for  services  where  it  can  be  demonstrated  that  services 
resulted  in  the  disabled  person  leaving  the  benefit  rolls,  your  Commit- 
tee believes  the  bill  gives  rehabilitation  agencies  sufficient  incentive  to 
attempt  rehabilitation  of  social  security  disability  beneficiaries. 

8.  TEMPORARY  EXTENSION  OF  EARNINGS  LIMITATION  TO  INCLUDE 

ALL  PERSONS  AGED  LESS  THAN  72  (SECTION  208) 

Present  Law  and  Background 

Under  present  law  in  effect  through  the  end  of  1981)  the  earnings 
test  applies  until  the  month  a  worker  reaches  age  72.  Under  a  provision 
of  the  1977  Social  Security  Amendments,  the  age  at  which  the  test  no 
longer  applies  is  scheduled  to  be  reduced  to  70  beginning  in  1982. 

Explanation  of  Provision 

Section  208  of  the  bill  would  keep  the  exempt  age  under  the  earnings 
test  at  age  72  for  1982.  Beginning  in  1983  it  would  be  lowered  to  age  70. 

9.  RESTRICTION  ON  PAYMENT  OF  THE  LUMP  SUM  DEATH  BENEFIT 

(SECTION  209) 

Present  Law  and  Background 

A  lump  sum  death  payment  of  $255  is  payable  on  the  death  of  a 
fully  or  currently  insured  worker  to  the  surviving  spouse  or  to  the 
person  or  persons  who  assume  responsibility  for  funeral  expenses.  Ap- 
plication for  the  lump  sum  death  payment  must  be  made  within  the 
two-year  period  ending  with  the  second  anniversary  of  the  insured 
person's  death.  The  lump  sum  death  payment  is  paid  to  the  deceased 
person's  widow  (or  widower)  if  she  (he)  was  living  with  the  deceased 
when  the  insured  person  died.  In  the  absence  of  such  a  surviving  spouse, 
the  lump  sum  death  payment  is  paid  on  application  to  the  individual 
who  assumes  responsibility  for  the  payment  of  the  burial  expense  of 
the  deceased.  If  no  one  assumes  responsibility  for  the  payment  of  the 
burial  expenses  incurred  through  a  funeral  home  within  90  davs  after 
the  insured  person  died,  the  lump  sum  death  payment  is  paid  to  the 
funeral  home  upon  application. 

Explanation  of  Provision 

Section  209  would  eliminate  the  lump  sum  death  payment  effective 
for  deaths  occurring  after  August,  1981  in  cases  where  there  is  neither 
an  eligible  spouse  nor  an  entitled  child.  Under  the  proposal  only  sur- 
viving spouses  who  are  eligible,  or  would  be  eligible  but  for  their  age, 
to  receive  monthly  cash  survivor  benefits  upon  the  worker's  death 
would  receive  the  lump  sum  death  payment.  If  there  were  no  eligible 
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spouse,  the  lump  sum  of  death  payment  would  be  payable  to  any  young 
child  of  the  deceased  worker  who  was  eligible  to  receive  monthly  cash 
benefits  as  a  surviving  child.  If  there  were  no  surviving  spouse  and  the 
worker's  children  were  all  over  18  (or  over  21  if  full-time  students), 
then  no  one  would  be  eligible  to  receive  the  lump  sum  death  payment. 

The  lump  sum  death  payment  has  been  frozen  since  1954.  Because  it 
was  intended  only  to  provide  a  modest  assistance  in  the  worker's  last 
illness  and  death  and  has  a  marginal  relation  to  the  basic  social 
security  program,  your  Committee  feels  this  payment  no  longer  meets 
the  goals  for  which  it  was  originally  intended  except  in  cases  where 
the  payment  is  made  to  a  surviving  spouse  or  child. 

10.  MODIFICATION  OF  MONTH  OF  INITIAL  ENTITLEMENT  FOR  CER- 
TAIN WORKERS  AND  THEIR  DEPENDENTS  (SECTION  210) 

Present  Law  and  Background 

Under  present  law,  social  security  benefits  are  payable  for  the  whole 
month  in  which  the  beneficiary  meets  all  requirements  for  eligibility, 
regardless  of  the  point  in  the  month  the  person  actually  became  eligi- 
ble (for  example,  if  a  worker  reaches  age  62  on  June  15.  he  is  eligible 
to  receive  a  reduced  benefit  for  the  month  of  June.) 

Explanation  of  Provision 

Section  210  of  the  bill  provides  that  in  the  case  of  workers  retiring 
at  age  62  and  in  the  case  of  dependents  (retiring  at  age  62)  of  retired 
workers,  entitlement  to  benefits  would  begin  with  the  first  month 
throughout  all  of  which  the  individual  met  all  the  requirements  for 
eligibility.  In  the  example  above,  the  first  month  of  eligibility  would 
be  July,  and  the  worker's  benefit  would  reflect  35  months  of  actuarial 
reduction,  rather  than  36.  This  change  would  not  affect  the  disabled 
and  their  dependents  who  become  entitled  at  the  same  time  as  the 
worker,  although  it  would  apply  to  dependents  who  came  onto  the 
benefit  rolls  at  some  point  after  the  disabled  worker  becomes  entitled. 
The  bill  would  not  affect  entitlement  to  survivors'  benefits,  to  reduced 
benefits  for  workers  retiring  after  the  month  in  which  they  attain 
age  62,  to  unreduced  benefits  in  the  month  (and  later  months)  that 
an  otherwise  entitled  individual  attains  age  65,  or  to  Medicare  benefits. 
This  provision  is  effective,  for  months  after  August  1981. 

C.  TITLE  III:  UNEMPLOYMENT  COMPENSATION,  PUBLIC 
ASSISTANCE,  AND  LOW-INCOME  ENERGY  ASSISTANCE 

1.  PART  A:  UNEMPLOYMENT  COMPENSATION  AMENDMENTS 

a.  Elimination  of  National  Trigger  (Section  301) 

Present  Law  and  Background 

Under  current  law,  up  to  13  additional  weeks  of  extended  unem- 
ployment compensation,  beyond  the  usual  maximum  of  26  weeks  of 
State  benefits,  are  payable  to  unemployed  individuals  who  exhaust 
their  State  benefits  during  periods  of  high  unemployment.  Extended 
benefits  are  payable  in  any  State  in  which  the  insured  unemployment 
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rate  (IUR — the  percentage  of  workers  covered  by  the.  State  unem- 
ployment compensation  program  who  are  currently  claiming  State  or 
extended  benefits)  is  4  percent  or  higher  and,  in  addition,  is  20  percent 
higher  than  it  was  during  the  same  period  in  the  previous  two  years. 
When  the  "20  percent''  factor  is  not  met,  a  State,  at  its  option,  may 
provide  extended  benefits  when  the  State  IUR  reaches  5  percent, 
regardless  of  the  rate  in  previous  years.  Thirty-nine  States  cur- 
rently use  this  5  percent  optional  trigger  rate.  Extended  benefits  are 
paid  in  all  States,  regardless  of  State  unemployment  rates,  when  the 
national  IUR  reaches  4.5  percent.  This  is  referred  to  as  the  "national 
extended  benefits  trigger." 

Fifty  percent  of  the  costs  of  extended  benefits  are  paid  from  pro- 
ceeds of  the  Federal  unemployment  tax  and  fifty  percent  are  paid 
from  State  unemployment  taxes. 

Explanation  of  Provision 

Section  301  would  repeal  the  national  trigger,  so  that  extended 
benefits  would  be  payable  only  in  those  States  with  insured  unem- 
ployment rates  as  specified  above.  The  provision  would  be  effective 
for  weeks  beginning  after  the  date  of  enactment. 

b.  Claims  for  Extended  or  Additional  Compensation  Not  Included 
in  Determining  Rate  of  Insured  Unemployment  (Section  302) 

Present  Law  and  Background 

Under  current  law,  the  insured  unemployment  rate  (IUR) — used 
to  determine  unemployment  levels  for  the  purpose  of  triggering  "on" 
extended  unemployment  compensation  benefits — is  calculated  by  divid- 
ing the  average  weekly  number  of  individuals  filing  unemployment 
claims  (including  individuals  filing  claims  for  extended  benefits) 
by  the  average  monthly  covered  employment  for  the  first  four  of  the 
most  recent  six  calendar  quarters. 

Explanation  of  Provision 

Section  302  would  exclude  extended  benefit  claimants  from  the  cal- 
culation of  the  IUR  for  extended  benefits  trigger  purposes.  Only 
individuals  filing  claims  for  regular  unemployment  compensation 
would  be  included  in  calculating  extended  benefits  trigger  rates. 

The  provision  would  be  effective  for  weeks  beginning  after  the  date 
of  enactment.  For  purposes  of  making  IUR  determinations  for  such 
weeks,  the  provision  would  be  deemed  to  have  been  in  effect  for  all 
weeks  whether  beginning  before,  on,  or  after  the  date  of  enactment. 
In  order  to  reflect  comparable  averages  for  prior  years,  a  State  would 
have  to  adjust  its  prior  IUR  percentages. 

c.  Limitations  on  Unemployment  Benefits  Paid  to  Ex-Servicemen 

(Section  303) 

Present  Law  and  Background 

Under  current  law,  Federally  funded  unemployment  benefits  are 
provided  to  former  military  personnel  upon  their  separation  from 
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military  service  if  they  meet  the  eligibility  requirements  of  the  State 
in  which  they  apply  for  unemployment  compensation.  The  military 
service  of  an  individual  qualifies  as  wages  or  employment  in  the  deter- 
mination of  eligibility  only  if  the  person  has  served  3G5  or  more  con- 
tinuous days  (unless  separated  in  a  shorter  period  because  of  a  service 
incurred  injury  or  disability)  and  was  separated  under  other  than 
dishonorable  condition.-,  for  bad  conduct  or  for  the  good  of  the  service. 

Explanation  of  Provision 

Section  303  would  increase  from  365  to  730  days  the  length  of  con- 
tinuous military  service  needed  to  qualify  as  employment  for  unem- 
ployment compensation  purposes;  require  a  four-week  waiting  period 
between  the  week  in  which  an  individual  is  separated  from  the  mili- 
tary and  the  week  in  which  he  or  she  first  becomes  entitled  to  com- 
pensation; and  limit  an  eligible  ex-servicemember's  total  entitlement 
(including  extended  benefits)  to  no  more  than  13  times  the  weekly 
benefit  amount  payable  for  total  unemployment.  The  provision  would 
be  effective  with  regard  to  new  claims  filed  on  or  after  October  1,  1981. 

2.  PART  B:  AID  TO  FAMILIES  WITH  DEPENDENT  CHILDREN;  CHILD 
SUPPORT  ENFORCEMENT 

a.  Limitation  and  Standardization  of  Earnings  Disregards 
(Section  321) 

Present  Law  and  Background 

Lmder  current  law,  in  making  an  initial  determination  of  a  family's 
eligibility  for  Aid  to  Families  with  Dependent  Children  (AFDC), 
there  is  disregarded  from  earned  income  any  expense  reasonably  at- 
tributable to  the  earning  of  income,  including  child  day  care  costs. 
In  determining  the  amount  of  benefits  to  which  an  eligible  family  is 
entitled,  there  is  disregarded  from  earned  income  the  first  $30  of 
monthly  earnings,  plus  one-third  of  remaining  earnings,  plus  child 
day  care  costs  and  other  reasonable  work-related  expenses.  After 
these  deductions,  whatever  income  remains  is  used  to  reduce  the 
amount  of  the  AFDC  grant.  The  "work-incentive"  disregard  ($30 
plus  one-third)  applies  only  to  those  already  receiving  assistance,  and 
does  not  apply  to  individuals  who  terminate  or  refuse  employment 
without  good  cause,  or  who  fail  to  report  their  earnings. 

Explanation  of  Provision 

Section  321  would  increase  the  $30  per  month  disregard  to  $50; 
standardize  and  limit  the  work  expense  disregard ;  place  a  ceiling  on 

child  care  costs:  change  the  order  of  the  "'one  third"  disregard  so  it 
applies  only  to  earnings  remaining  after  all  other  disregards  have  been 
applied ;  and  allow  States  to  terminate  or  reduce  the  $50  and  one-third 
disregards  for  families  with  earnings  in  excess  of  the  poverty  level 
(or,  at  State  option,  200  percent  of  the  State  standard  of  need) . 

The  provision  would  require  States  to  disregard  the  following 
amount  of  earnings,  in  the  following  order  : 
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(a)  Eligibility  Determination. — 20  percent  of  gross  earnings 
(monthly  wages,  salary  or  net  earnings  from  self  employment),  plus 
the  full  amount  of  any  costs  incurred  in  producing  self-employment 
income,  up  to  a  maximum  of  $175;  child  care  costs  up  to  $200  per 
child  and  $400  per  family  per  month. 

(b)  Benefit  calculation. — $50;  20  percent  of  gross  earnings  up  to 
$175  per  month;  child  care  costs  up  to  $200  per  child  and  $400  per 
family  per  month ;  and  one-third  of  remaining  earnings. 

For  two-parent  AFDC  families,  the  provision  would  allow  States 
to  limit  the  disregards  to  20  percent  of  gross  earnings  (up  to  $175 
per  month)  for  eligibility  determination;  and  $50  plus  20  percent  of 
gross  earnings  (up  to  $175  per  month)  for  benefit  calculation. 

In  addition,  the  provision  would  allow  States  to  terminate,  or 
phase-out  gradually,  the  $50  and  one-third  work  incentive  disregards 
for  families  with  earned  income  above  the  poverty  level  or,  at  State 
option,  200  percent  of  the  State  standard  of  need,  after  the  family 
has  had  earned  income  and  claimed  the  one-third  disregard  for  a  12 
month  period. 

Once  applied,  the  reduction  or  termination  of  the  $50  and  one- 
third  disregards  could  continue  to  be  applied  only  so  long  as  the 
earned  income  of  the  family  continues  to  remain  above  the  poverty 
level  (or  200  percent  of  the  State  standard  of  need,  if  this  option  is 
selected).  Except,  in  the  case  of  a  family  that  continues  to  receive 
AFDC,  a  State  could  continue  the  reduction  or  termination  of  the 
disregards  for  up  to  four  months  during  which  the  earned  income 
of  the  family  was  below  poverty  (or  200  percent  of  the  State  standard 
of  need).  In  the  case  of  a  family  to  which  the  reduction  or  termina- 
tion of  the  disregards  has  been  applied  and  who  loses  eligibility  for 
AFDC  because  countable  earnings  exceed  the  State  payment  level,  the 
State  could  continue  the  reduction  or  termination  of  the  disregards  for 
four  consecutive  months  following  the  loss  of  AFDC  eligibility,  if  the 
family's  earnings  remain  in  excess  of  the  poverty  level  (or  200  per- 
cent of  the  State  standard  of  need). 

Individuals  who  lose  eligibility  for  AFDC  payments  because  of 
the  reduction  or  termination  of  the  $50  and  one-third  disregards 
would  remain  eligible  for  Medicaid  for  12  months  after  AFDC 
benefits  cease. 

The  provision  would  become  effective  October  1,  1981. 

b.  Income  of  Stepparents  (Section  322) 

Present  Law  and  Background 

Under  current  law  States  are  prohibited  from  assuming  that  the 
income  of  a  stepparent  is  available  to  an  AFDC  child  unless,  under 
State  law,  stepparents  are  required  to  support  stepchildren  to  the  same 
extent  that  natural  parents  are  required  to  support  their  children.  Gen- 
erally, income  may  only  be  counted  in  cases  in  which  the  welfare  agen- 
cy has  received  information  that  the  stepparent's  income  is  available 
to  an  AFDC  child.  However,  States  are  allowed  to  prorate  AFDC 
s  elter  and  utility  benefits  when  an  eligible  Jiild  lives  with  a  relative, 
including  a  stepparent,  who  is  not  an  AFDC  recipient — as  long  as 
the  total  income  exceeds  the  State's  standard  of  need. 
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Explanation  of  Provision 

Section  322  would  require  States  to  consider  available  to  a  child 
that  portion  of  the  income  of  a  child's  stepparent  (living  in  the  same 
home  as  the  child)  which  exceeds  (1)  20  percent  of  earnings,  (2) 
an  amount  equal  to  the  State  standard  of  need  for  a  family  of  the 
same  composition  as  the  stepparent  and  others  living  in  the  same  house- 
hold whom  he  claims  as  dependents  for  Federal  income  tax  purposes, 
(3)  amounts  actually  paid  by  the  stepparent  to  dependents  not  living 
in  the  same  household,  and  (4)  payments  of  alimony  or  child  support 
to  individuals  not  living  in  his  household.  A  State  would  have  the 
option  of  establishing  procedures  and  conditions  under  which  the 
State  could  determine  that  a  stepparent's  income  is  not  actually  avail- 
able to  the  children  and,  therefore,  not  make  the  reduction  in  benefits. 
The  provision  in  current  law  which  allows  States  to  prorate  shelter  and 
utility  benefits  when  a  child  lives  with  an  ineligible  relative  could  not 
be  applied  in  cases  where  benefits  are  reduced  as  a  result  of  this  require- 
ment. The  provision  would  be  effective  October  1, 1981. 

c.  Retrospective  Budgeting  and  Monthly  Reporting  (Section  323) 

Present  Law  and  Background 

Current  law  does  not  specify  a  particular  accounting  period  for 
determining  AFDC  eligibility  and  benefits,  except  that  a  person's 
income  must  be  considered  on  a  monthly  basis.  Federal  statute  also 
makes  no  mention  of  how  frequently  AFDC  recipients  must  submit 
reports  to  the  welfare  agency.  Under  Federal  regulations,  however, 
each  State  may  choose  to  pay  "retrospectively"  or  "prospectively." 
"Retrospectively"  means  paying  a  recipient  after  a  month  has  ended 
on  the  basis  of  the  person's  income  during  the  month.  "Prospectively" 
means  paying  a  recipient  during  or  before  a  month,  based  on  what  the 
recipient's  circumstances  are  expected  to  be  during  that  month. 

If  a  State  uses  retrospective  accounting,  it  must  require  monthly 
income  reports  from  recipients  with  earned  income,  and  may  require 
reports  from  other  recipients.  As  of  March  1981,  12  States  use  the 
retrospective  accounting  method:  Arizona,  California,  Idaho,  Illinois, 
Kansas,  Michigan,  Montana,  Xorth  Dakota,  Oregon,  South  Dakota, 
Washington,  and  Wyoming.  This  method  is  also  used  in  parts  of 
Colorado.  In  addition,  Minnesota,  Missouri  and  Utah  require  monthly 
reports  from  those  with  earnings  and  with  work  histories,  but  use  a 
prospective  accounting  method. 

Explanation  of  Provision 

Section  323  would  require  all  States  to  determine  monthly  benefits 
retrospectively  on  the  basis  of  the  actual  income  of  the  previous 
month.  (Eligibility  would  be  determined  on  the  basis  of  current 
month's  circumstances.)  For  the  first  month  of  a  family's  eligibility, 
however,  benefits  would  be  determined  on  the  current  month's 
circumstances. 

States  would  have  to  require  all  AFDC  families  to  report  monthly 
on  income,  resources  and  other  factors  which  may  affect  eligibility  or 
amount  of  payment.  However,  the  Secretary  could  allow  a  State  to 
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require  less  frequent  reporting  for  specified  classes  of  recipients,  if  the 
State  demonstrated  the  administrative  cost  of  monthly  reporting  for 
such  recipients  would  not  be  worthwhile.  States  would  be  required  to 
take  prompt  action  to  adjust  or  terminate  assistance  on  the  basis  of 
the  report,  or  upon  the  failure  of  the  family  to  furnish  a  timely  report. 

The  provision  also  provides  that,  in  any  case  where  a  determination 
is  made  to  terminate,  suspend,  adjust  (for  overpayment),  withhold, 
or  reduce  payment  to  a  family,  the  family  must  be  mailed  a  written 
notice  of  that  action  at  least  10  days  before  the  date  the  action  is  to 
become  effective.  The  notice  must  include  a  statement  of  the  action  to 
be  taken,  the  reasons  and  specific  legal  basis  (including  citation  of 
applicable  law  and  regulation)  for  the  action,  and  the  family's  right 
to  request  a  hearing  and  the  circumstances  under  which  payment  will 
be  continued  if  a  hearing  is  requested.  Such  notice  need  not  be  mailed 
10  days  before  the  action  is  taken,  but  may  be  mailed  to  arrive  no 
later  than  the  date  regularly  designated  for  delivery  of  the  payment 
affected  by  the  action,  in  certain  specified  circumstances  described  in 
the  provision. 

A  hearing  (which  may  be  a  hearing  before  the  State  agency  or  an 
evidentiary  hearing  at  the  local  level  with  a  right  to  appeal  to  a 
State  agency  hearing)  must  be  granted  to  any  family  that  re- 
quests it,  if  the  request  is  made  within  90  days  after  notice  of 
the  reduction  or  termination  of  benefits  has  been  mailed.  As  under 
current  regulation,  any  such  hearing  would  have  to  be  consistent  with 
the  protections  established  by  the  Supreme  Court  in  the  case 
Goldberg  v.  Kelly.  If  the  family  requests  a  hearing  within 
10  days  after  the  date  on  which  adverse  action  is  taken,  payment  must 
be  either  continued  in  full  (where  the  request  is  made  on  or  before  that 
date)  or  reinstated  in  full  in  as  short  a  time  as  possible  but  in  any  event 
within  five  days,  and  the  action  must  be  revoked  until  the  hearing 
decision  is  issued.  These  payments  would  be  subject  to  recovery  or 
adjustment  if  the  agency's  action  is  sustained  in  the  hearing  process. 

The  section  would  be  effective  October  1,  1981.  However,  until  Oc- 
tober 1, 1983,  the  Secretary  could  waive  the  penalty  for  noncompliance 
with  the  retrospective  accounting  and  monthly  reporting  requirements 
if  he  determines  that  a  State  is  taking  the  necessary  steps  to  implement 
them. 

d.  Assistance  to  Families  Participating  in  State  Work  Experience 
Programs  (Section  324) 

Present  Law  and  Background 

Under  current  law,  recipients  of  Aid  to  Families  with  Dependent 
Children  are  required  to  register  for  participation  in  the  Work  Incen- 
tive (WIN)  program  unless  they  fall  within  certain  specified  exempt 
categories  (e.g.,  mothers  caring  for  children  under  age  6).  Under  the 
WIN  program,  recipients  are  required  to  register  for  available  employ- 
ment or  training  in  order  to  receive  AFDC  payments.  Interpretation 
of  Federal  law  by  the  Department  of  Health  and  Human  Services 
prohibits  States  from  using  Federal  AFDC  matching  funds  for  grants 
to  persons  who  are  required  to  perform  work  in  return  for  AFDC 
benefits. 
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Explanation  of  Provision 

Section  324  would  establish  specific  conditions  under  which  pay- 
ments to  AFDC  recipients  who  participate  in  State  "work  experience 
programs"  would  be  eligible  for  Federal  matching  funds,  and  would 
allow  States  to  require  certain  AFUC  recipients  to  participate  in  work 
experience  assignments  in  which  they  would  perform  work  in  return 
for  AFDC  benefits.  The  Committee  does  not  intend  that  this  provision 
be  interpreted  as  requiring  States  to  establish  a  work  experience  pro- 
gram, or  as  requiring  a  State  to  have  a  work  experience  program  in 
eli'ect  throughout  the  State.  Furthermore,  States  would  not  be  man- 
dated to  require  all  eligible  AFDC  recipients  in  the  State  to  participate 
in  a  work  experience  program.  Payments  made  to  individuals  partici- 
pating in  approved  State  work  experience  programs  would  continue 
to  be  considered  AFDC  benefits,  and  would  not  be  considered  wages 
for  any  purpose. 

To  be  eligible  for  Federal  matching  funds,  state  work  experience 
programs  would  have  to  ensure  that  work  assignments  take  into  ac- 
count the  physical  capacity,  skills,  and  experience  of  participants,  and 
are  appropriate  in  terms  of  the  participants'  health,  family  responsi- 
bilities, places  of  residence,  and  need  for  child  care.  Participants  would 
have  to  be  supervised  and  assignments  would  have  to  be  monitored.  The 
program  must  also  ensure  that  participants  will,  to  the  extent  feasible, 
be  treated  in  the  same  manner  as  permanent  employees  with  whom 
they  are  working.  The  Committee  does  not  intend  that  this  provision 
be  interpreted  as  requiring  eligibility  for  pension  plans,  unemploy- 
ment insurance,  or  other  similar  benefits  which  may  be  available  to 
persons  with  regular  employee  status;  but  rather  that  the  work  ac- 
tivities of  participants  be  integrated  with  those  of  regular  employees 
to  the  extent  possible. 

Under  the  provision,  participants  would  be  assigned  work  only  if 
it  is  to  be  performed  for  a  State  or  local  public  agency  or  a  non- 
profit organization.  Work  assignments  would  have  to  serve  a  useful 
public  purpose,  consist  of  work  which  would  not  otherwise  be  per- 
formed, and  meet  appropriate  health  and  safety  standards. 

Work  assignments  could  not  displace  permanent  employees  or  jobs. 
No  individual  could  fill  a  job  opening  as  part  of  a  work  experience 
assignment  when  another  person  not  participating  in  such  an  assign- 
ment is  on  lay-off  from  the  same  job  or  from  a  substantially  equiva- 
lent job  with  the  same  employer;  or  when  the  job  opening  exists  be- 
cause the  employer  has  terminated  the  employment  of  a  regular  em- 
ployee or  otherwise  reduced  his  workforce  with  the  intention  of  fill- 
ing the  opening  with  a  work  experience  assignment  participant. 

The  provision  limits  the  number  of  hours  a  participant  may  work 
to  no  more  than  8  hours  during  any  day,  and  no  more  than  96  hours  a 
month ;  or,  if  less,  the  number  of  hours  obtained  by  dividing  the  par- 
ticipant's monthly  AFDC  grant  by  the  highest  of  the  wage  rates 
provided  by  applicable  Federal,  State,  or  local  minimum  wage  laws. 
(If  no  such  law  is  applicable,  the  Federal  minimum  wage  rate  as  set 
forth  in  section  6(a)(1)  of  the  Fair  Labor  Standards  Act  of  1938 
would  apply.)  If  a  participant  incurred  reasonable  and  necessary 
work  expenses  due  to  his  or  her  participation  in  a  work  experience 
assignment  or  job  search  activities,  the  State  would  be  required  to 
promptly  reimburse  the  individual  for  such  expenses. 
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Prior  to  referral  to  a  work  experience  assignment,  each  individual 
would  have  to  l>e  appraised  and  have  an  employability  plan  developed 
as  part  of  the  WIN  program  or  of  a  State-established  program  having 
substantially  the  same  conditions  and  requirements.  The  provision 
would  require  that  participants  be  given  reasonable  time  (beyond  the 
time  actually  working)  to  seek  permanent  employment,  or  available 
training  to  qualify  for  permanent  employment,  and  be  referred  to 
permanent  employment  opportunities  which  become  available  during 
their  participation  in  a  work  experience  assignment.  Furthermore, 
necessary  and  available  counseling  and  job  search  assistance  must  be 
provided  to  participants. 

An  AFDC  recipient  would  be  exempt  from  participation  only  if  he 
or  she  was  (1)  enrolled  and  attending  full  time  in  a  school,  college,  or 
course  of  vocational  training,  or  participating  in  a  "WIN  program; 
(2)  incapacitated;  (3)  age  65  or  older;  (4)  a  caretaker  in  the  home 
where  another  member  of  the  household  requires  the  caretaker's  pres- 
ence because  of  the  individual's  illness  or  incapacity;  or  (5)  currently 
employed  for  more  than  20  hours  a  week. 

If  an  individual  who  is  not  exempt  from  participation  refuses  to 
accept  a  work  experience  assignment,  fails  to  report  to  or  carry  out 
such  assignment,  or  fails  to  participate  in  job  search  as  a  part  of  or  in 
addition  to  such  assignment  without  good  cause,  the  needs  of  that 
individual  may  not  be  taken  into  account  in  determining  the  family's 
AFDC  benefit  for  such  period  as  the  Secretary  (or  the  State  in  accord- 
ance'with  regulations  of  the  Secretary)  may  specify  in  light  of  the 
nature  and  duration  of  the  refusal  or  failure  and  the  circumstances  of 
the  participant. 

Federal  matching  funds  would  be  available  for  State  administrative 
costs,  as  specified  by  the  Secretary.  Such  costs  would  not  include 
amounts  spent  for  materials  or  equipment. 

The  provision  would  be  effective  October  1, 1981,  through  October  1, 
1987. 

e.  Eligibility  for  AFDC  by  Reason  of  Unemployment  of  Parent 
Who  Is  Family's  Principal  Earner  (Section  325) 

Present  Law  and  Background 

In  1961  Congress  enacted  temporary  legislation  allowing  States  at 
their  option  to  provide  assistance  to  families  in  which  a  parent  was 
unemployed.  In  1967  this  legislation  was  made  permanent,  but  eligi- 
bility was  limited  to  families  in  which  only  the  father  was  unem- 
ployed. In  1979  the  Supreme  Court  held  in  dalifarw  v.  Westcott  that 
the  restriction  to  fathers  was  discriminatory.  Since  that  time,  the  De- 
partment has  been  operating  under  an  "unemployed  parent"  concept, 
and  either  parent  may  qualify  as  the  unemployed  parent,  regardless  of 
whether  the  other  parent  is  employed. 

Explanation  of  Provision 

Section  325  would  provide  for  eligibility  (at  the  option  of  the  State) 
for  an  unemployed  parent,  and  would  define  an  unemployed  parent  as 
the  parent  with  the  greater  amount  of  earings  in  the  24-month  period 
immediately  preceeding  application. 

The  provision  would  be  effective  October  1, 1981. 
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f.  Adjustments  for  Incorrect  Payments  (Section  326) 

Present  Law  and  Background 

Current  law  contains  no  provisions  specifying  how  States  are  to 
treat  overpayments  and  underpayments.  In  practice,  States  are  al- 
lowed, but  not  required,  to  collect  overpayments.  Regulations  prohibit 
recoupment  of  overpayments  unless  the  recipient  has  income  or  re- 
sources, exclusive  of  the  assistance  payment,  currently  available  in  the 
amount  by  which  the  agency  proposes  to  reduce  payments.  Thus,  if  the 
individual  has  no  income  or  countable  resource  in  excess  of  the  AFDC 
payment,  there  can  be  no  recovery  of  overpayments.  There  is  one  excep- 
tion to  this  provision.  Recoupment  may  be  made  where  the  overpay- 
ments were  caused  by  the  recipient's  willful  withholding  of  informa- 
tion concerning  his  income,  resources,  or  other  relevant  circumstances. 
In  such  cases,  the  agency  may  recover,  but,  if  recoupment  is  from 
current  assistance  payments,  the  State  must  do  so  in  such  a  way  as 
not  to  cause  undue  hardship  to  recipients. 

States  are  also  required  by  regulations  to  have  provisions  for 
prompt  correction  of  underpayments  to  current  recipients  resulting 
from  administrative  error  where  the  State  plan  provides  for  recoup- 
ment of  overpayments.  Corrective  payments  need  not  be  made  where 
the  administrative  cost  would  exceed  the  amount  of  the  payment.  Cor- 
rective payments  may  not  be  considered  as  income  or  resources  for 
purposes  of  determining  the  recipient's  continue  eligibility  and 
amount  of  assistance. 

Explanation  of  Provision 

Section  326  would  require  States  to  promptly  take  all  necessary 
steps  to  correct  any  overpayments  or  underpayments.  Recovery  of 
overpayments  would  be  made  from  current  assistance  payments,  avail- 
able income,  or  through  legal  processes.  In  the  case  of  a  current  reci- 
pient, the  amount  recovered  in  any  month  could  not  exceed  the 
amount,  when  added  to  the  family's  income,  that  would  reduce  the 
family's  grant  below  90  percent  of  the  benefit  for  a  family  of  the  same 
size  with  no  other  income.  A  corrective  payment  of  an  underpayment 
could  not  be  considered  as  income,  and  could  not  be  considered  a  re- 
source until  the  beginning  of  the  second  full  month  following  receipt. 
The  provision  would  be  effective  October  1,  1981. 

g.  Benefits  for  Dependent  Children  Who  Are  Age  18  or  Over  and 
In  School  (Section  327) 

Present  Law  and  Background 

Under  current  law,  States  have  options  for  establishing  the  maxi- 
mum age  of  a  dependent  child  eligible  for  assistance.  States  may  choose 
to  limit  eligibility  to  a  child  who  is  under  age  18  or  may  define  a  de- 
pendent child  to  include  students  age  18  through  20  who  p^e  re^lnr-lv 
attending  primary,  secondary,  vocational  school,  or  college.  At  the 
**ent  time,  43  States  extend  AFDC  eligibility  to  students  age  18 
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through  20.  However,  many  States  have  chosen  this  option  solely  to 
enable  them  to  include  secondary  school  students  over  age  17. 

Explanation  of  Provision 

Section  327  would  allow  States  who  pay  benefits  to  dependent  chil- 
dren over  18  years  of  age  (because  they  are  in  school)  to  limit  eligibil- 
ity at  any  age  between  18  and  21.  It  is  the  Committee's  intent  to  in- 
crease the  flexibility  of  States  in  determining  such  individual's  eligi- 
bility for  benefits.  At  present,  if  a  State  wants  to  provide  benefits  on 
behalf  of  any  "child"  age  18  and  over,  it  must  provide  them  to  all  who 
meet  the  eligibility  requirements,  up  to  age  21.  In  other  words,  the 
State  may  not  set  the  age  limit  at  under  19  or  under  20.  The  provision 
would  continue  to  require  the  State  to  provide  assistance  on  behalf  of 
eligible  children  under  age  18,  but  would  allow  the  State  to  set  the  age 
limit  for  students  at  such  higher  age  (not  above  21)  as  it  may  specify. 

The  provision  would  also  give  States  flexibility  to  establish  different 
age  limits  for  students  in  different  kinds  of  school  settings.  States 
would  be  permitted  to  establish  special  conditions  for  the  completion 
of  educational  or  training  activities,  and  to  limit  eligibility  to  attend- 
ance at  specified  types  or  levels  of  institutions  or  courses. 

The  provision  would  be  effective  October  1,  1981. 

h.  Eligibility  of  Aliens  for  AFDC  (Section  328) 
Present  Law  and  Background 

Under  current  law  and  regulations  in  order  for  an  alien  to  be  eligi- 
ble for  AFDC  payments,  he  must  be  lawfully  admitted  for  permanent 
residence  or  otherwise  permanently  residing  in  the  United  States 
"under  color  of  law."  An  alien  seeking  admission  to  the  United  States 
must  establish  that  he  is  not  likely  to  become  a  public  charge.  If  a  visa 
applicant  does  not  have  sufficient  resources  of  his  own,  a  U.S.  consular 
officer  may  require  assurance  from  a  resident  of  the  United  States  that 
the  alien  will  be  supported  by  a  "sponsor"  in  the  United  States.  How- 
ever, under  current  law,  the  income  of  a  sponsor  of  an  alien  legally  ad- 
mitted to  the  U.S.  is  not  counted  as  income  available  to  the  alien  under 
the  AFDC  program. 

Explanation  of  Provision 

Section  328  would  provide  that,  for  purposes  of  eligibility  for 
AFDC,  legally  admitted  aliens  who  apply  for  benefits  for  the  first  time 
after  September  30,  1981  would  be  deemed  to  have  the  income  and  re- 
sources of  their  immigration  sponsors  available  for  their  support  for  a 

Eeriod  of  3  years  after  their  entry  into  the  United  States.  The  eligi- 
ility  of  such  aliens  for  AFDC  would  be  contingent  upon  their  obtain- 
ing the  cooperation  of  their  sponsors  in  providing  the  necessary-  infor- 
mation to  the  State  welfare  agency  to  carry  out  this  provision.  The 
alien  and  sponsor  would  be  jointly  and  severally  liable  for  repayment 
of  any  benefits  incorrectly  paid  because  of  misinformation  provided  by 
the  sponsor  or  because  of  his  failure  to  report,  and  any  such  incorrect 
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payments  not  paid  would  be  withheld  from  any  subsequent  payments 
for  which  the  alien  or  sponsor  would  otherwise  be  eligible  under  the 
Social  Security  Act. 

In  deeming  a  sponsor's  income  to  an  alien  under  this  provision,  the 
alien's  AFDC  benefit  would  be  reduced  by  the  amount  of  any  income 
deemed  to  him.  Income  deemed  to  the  alien  would  be  considered  un- 
earned income  and  would  result  in  a  dollar-for-dollar  reduction  in  ben- 
efits. The  amount  to  be  deemed  would  be  equal  to  the  total  monthly 
amount  of  earned  and  unearned  income  of  the  sponsor  and  the  spon- 
sor's spouse  reduced  by  an  amount  equal  to  the  sum  of  (1)  the  lesser 
of  20  percent  of  earned  income,  or  $175;  (2)  the  standard  of  need  of 
the  State  for  a  family  of  the  same  size  and  composition  as  the  spon- 
sor and  other  individuals  claimed  by  him  as  dependent  (for  Federal 
tax  purposes)  who  are  living  in  the  same  household  as  the  sponsor ;  (3) 
any  amounts  paid  by  the  sponsor  to  individuals  not  living  in  the  house- 
hold who  are  claimed  as  dependents  (for  Federal  tax  purposes)  and 
(4)  any  payments  of  alimony  or  child  support  with  respect  to  individ- 
uals not  living  in  the  household. 

The  amount  of  resources  deemed  to  the  alien  would  be  equal  to  the 
amount  of  the  resources  of  the  sponsor  and  spouse  as  determined  under 
the  State's  AFDC  resource  rules,  reduced  by  $1,500. 

Under  the  provision,  an  alien  applying  for  SSI  would  be  required 
to  make  available  to  the  State  agency  any  documentation  concerning 
his  income  or  resources  or  those  of  his  sponsor  (if  he  has  one)  which 
he  provided  in  support  of  his  immigration  application.  The  Secretary 
of  Health  and  Human  Services  would  be  authorized  to  obtain  copies 
of  any  such  documentation  from  other  agencies  (i.e.,  State  Depart- 
ment or  Immigration  and  Naturalization  Service),  and  to  provide  the 
information,  upon  request,  to  a  State  agency.  The  Secretary  of  HHS 
would  also  be  required  to  enter  into  cooperative  arrangements  with 
the  State  Department  and  the  Justice  Department  to  assure  that  per- 
sons sponsoring  the  immigration  of  aliens  are  informed  at  the  time 
of  sponsorship  that,  if  the  alien  applies  for  AFDC,  the  sponsorship 
affidavit  will  be  made  available  to  the  public  assistance  agency  and 
the  sponsor  may  be  required  to  provide  further  information  concern- 
ing his  income  and  assets  in  connection  with  the  alien's  application  for 
assistance. 

Under  the  provision,  the  income  and  resources  of  a  sponsor  which 
are  deemed  to  an  alien  in  a  family  would  not  be  considered  in  deter- 
mining the  need  of  other,  non-sponsored  family  members  (e.g.  a 
child  born  after  entry  into  the  U.S.^  pxcept  to  the  extent  such  income 
or  resources  are  actually  available  to  them. 

The  provision  would  not  apply  to  any  alien  who  is  (1)  admitted 
to  the  United  Stn'os  as  n  romH  of  f>»p  wnnlicptinri.  nrior  to  April  1, 
1980.  of  the  provisions  of  section  203(a)  (7)  of  the  Immigration  and 
Nationality  Act;  (2)  admitted  to  the  United  States  as  a  result  of 
thp  nnnlication,  after  March  31,  1980.  of  the  provisions  of  section  207 
(c)  (1)  of  such  Act:  (3)  pnroled  into  the  United  States  as  a  refugee 
under  section  212(d)(5)  of  such  Act:  (4)  granted  political  aevlum 
by  the  Attorney  General  under  Section  208  of  such  Act;  or  (5)  a 
Cuban  or  Haitian  entrant  as  defined  in  section  501(e)  of  the  Refugee 
Education  Assistance  Act  of  1980. 


301 


i.  Limitation  on  Resources  (Section  329) 
Present  Law  and  Background 

Under  current  law,  in  determining  need  for  assistance,  States  are 
required  to  take  into  consideration  any  resources  of  a  child 
or  relative  claiming  assistance.  Regulations  allow  States  to  exclude 
certain  types  and  amounts  of  resources.  These  include  an  individual's 
home,  personal  effects,  automobile  and  income  producing  property. 
In  addition,  the  amount  of  real  and  personal  property,  including 
liquid  assets,  which  a  State  is  allowed  to  exclude  may  not  exceed 
$2,000  for  each  individual  recipient.  States  may  allow  reasonable 
proportions  of  income  from  businesses  or  farms  to  be  used  to  increase 
capital  assets,  so  that  income  may  be  increased.  Regulations  formerly 
required  only  that  resources  be  "reasonably  evaluated."  However, 
as  a  result  of  court  action,  resources  must  now  be  valued  on  the  basis 
of  equity  value,  rather  than  fair  market  value. 

Explanation  or  Provision 

Section  329  would  reduce  the  $2,000  per  recipient  limit  on  re- 
sources contained  in  regulations  to  $1,500  per  family  (or  lower,  at 
State  option).  States  would  also  be  allowed  to  continue  to  exclude 
a  home  and  a  car;  household  and  personal  effects;  life  and  burial  in- 
surance policies;  tools,  equipment  and  other  income  producing  prop- 
erty ;  and  such  other  noncash  items  as  the  State  excluded  on  the  day 
prior  to  the  date  of  enactment  of  the  bill.  States  would  be  allowed  to 
continue  to  delay  eligibility  for  AFDC  in  cases  where  assets  were  dis- 
posed of  in  order  to  qualify  for  benefits,  as  under  current  law.  The 
provision  would  be  effective  October  1,  1981. 

j.  Collection  of  Support  for  Certain  Adults  Receiving  AFDC 

(Section  331) 

Present  Law  and  Background 

Under  current  law.  applicants  for,  and  recipients  of,  AFDC  are  re- 
quired to  assign  all  rights  of  support,  including  alimony,  to  the  State 
for  collection.  However,  Title  IV-D  of  the  Social  Security  Act  only 
specifies  that  child  support  is  to  be  collected.  A  State  child  support 
agency  is  not  authorized  to  collect  support  (i.e..  alimony)  on  behalf  of 
a  parent  of  a  child  for  whom  it  is  collecting  child  support.  This  is  the 
case  even  when  a  court  has  ordered  a  single  amount  for  both  the  parent 
and  the  child,  without  specifying  the  amount  payable  on  behalf  of 
each. 

Explanation  of  Provision 

Section  331  would  permit  the  collection  of  alimony  under  Title  IV-D 
of  the  Act.  State  child  support  enforcement  agencies  would  be  respon- 
sible for  collecting  support  for  adults,  in  those  cases  in  which  the  sup- 
port obligation  has  already  been  established,  in  the  same  manner  as  for 
child  support. 

The  provision  would  be  effective  upon  enactment. 
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k.  Cost  of  Collection  and  Other  Services  for  Non-AFDC 
Families  (Section  332) 

Present  Law  and  Background 

Under  current  law,  States  are  required  to  provide  child  support 
collection  services  to  non-AFDC  families  requesting  assistance. 
States  have  the  option  of  charging  a  fee  up  to  $20  and  of  retaining  a 
portion  of  the  child  support  payments  to  recover  costs  of  adminis- 
tration in  excess  of  the  application  fee. 

Explanation  of  Provision 

Section  331  would  require  States  to  charge  a  fee  equal  to  10  per- 
cent of  the  support  collected  for  non-AFDC  recipients  who  use  the 
child  support  enforcement  agency  collection  services.  The  fee  would  be 
retained  by  the  State.  The  provision  would  continue  to  permit  the  State 
to  charge  an  application  fee  for  other  services  that  do  not  involve  col- 
lection of  support,  such  as  establishing  paternity  or  locating  an  ab- 
sent parent.  Under  the  provision.  State  claims  for  Federal  financial 
participation  under  Title  IY-D  of  the  Act  would  be  reduced  by  the 
total  amount  of  fees  charged  or  other  income  resulting  from  services 
provided  by  the  child  support  agency. 

The  provision  would  be  effective  October  1, 1981. 

L  Source  of  Incentive  Pavments  to  Cooperating  Jurisdictions 

(Section  333) 

Present  Law  and  Background 

Under  current  law,  a  15  percent  incentive  payment  is  paid  to  States 
or  political  subdivisions  that  collect  child  support  payments  on  be- 
half of  another  jurisdiction,  financed  entirely  from  the  Federal  share 
of  the  amount  collected. 

Explanation  of  Provision 

Section  333  would  require  that  incentive  payments  to  States  and 
political  subdivisions  come  from  the  full  amount  of  collections, 
rather  than  from  the  Federal  share.  The  provision  would  require  that 
the  15  percent  incentive  payment  be  reduced  prior  to  the  distribu- 
tion of  the  balance  of  the  amount  collected  as  provided  in  section  457 
of  the  Act. 

The  provision  would  be  effective  October  1, 1981. 

m.  Child  Support  Obligations  Not  Discharged  in  Bankruptcy 

(Section  334) 

Present  Law  and  Background 

Under  current  law,  child  support  obligations  may  be  discharged 
in  bankruptcy  proceedings. 
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In  1974,  legislation  was  enacted  (Public  Law  93-674)  which  pro- 
hibited the  discharge  in  bankruptcy  a  child  support  obligation  which 
had  been  assigned  to  a  State  as  a  condition  of  xVJb'DC  eligibility.  This 
Social  Security  Act  provision  was  subsequently  repealed  by  section 
328  of  Public  Law  95-598  (the  1978  revision  of  the  Bankruptcy  Act). 

Explanation  of  Provision 

Section  334  would  reinstate  the  provision  previously  in  effect 
which  prohibits  the  discharge  in  bankruptcy  a  child  support  obliga- 
tion assigned  to  a  State  as  a  condition  AFJDC  eligibility.  The  provi- 
sion would  be  effective  upon  enactment. 

n.  Child  Support  Intercept  of  Unemployment  Benefits 
(Section  335) 

Present  Law  and  Background 

Current  Federal  law  requires  the  State  agency  charged  with  the 
administration  of  the  State  unemployment  compensation  law  to  dis- 
close wage  and  other  information  related  to  the  receipt  of  State  unem- 
ployment compensation  benefits,  upon  request  and  on  a  reimburseable 
basis,  to  any  State  or  local  child  support  enforcement  agency.  Under 
current  law,  there  is  no  Federal  requirement  that  unemployment  bene- 
fits be  withheld  in  cases  of  outstanding  child  support  obligations.  Some 
States  do  have  such  requirements  in  their  State  unemployment  com- 
pensation laws  or,  as  a  matter  of  administrative  practice,  withhold 
from  unemployment  benefits  amounts  garnished  for  child  support. 

Explanation  of  Provision 

Section  335  would  require  child  support  enforcement  agencies  to 
determine  on  a  periodic  basis  whether  any  individuals  who  owe  child 
support  obligations  enforceable  by  the  agency  are  receiving  unemploy- 
ment compensation  or  trade  adjustment  assistance  benefits  (under 
chapter  2  of  the  Trade  Act  of  1974).  The  child  support  enforcement 
agency  would  be  required  to  collect  any  outstanding  child  support  ob- 
ligations owed  by  an  individual  receiving  unemployment  benefits — 
through  an  agreement  with  the  individual  or,  in  the  absence  thereof, 
the  legal  processes  of  the  State — by  having  a  portion  of  the  individ- 
ual's unemployment  benefits  withheld  and  forwarded  to  the  State 
child  support  agency.  As  a  condition  for  receipt  of  Federal  adminis- 
trative grants  under  title  III  of  the  Social  Security  Act,  agencies 
charged  with  the  administration  of  the  State  unemployment  compen- 
sation laws  would  be  required  to  withhold  and  forward  to  the  child 
support  agency  the  amount  of  the  individual's  unemployment  bene- 
fits specified  in  the  agreement  or  otherwise  required  to  be  withheld 
as  a  result  of  legal  process.  An  agreement  to  withhold  less  than  the 
full  amount  owed  would  not  excuse  the  individual's  legal  obligation. 
Amounts  withheld  would  be  forwarded  to  the  child  support  agency. 

Section  335  would  require  the  State  unemployment  compensation 
agency  to  ask  all  new  applicants  for  unemployment  compensation  to 
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disclose  whether  they  owe  child  support  that  is  paid  through  any  State 
or  local  agency  or  court  (i.e.,  support  obligations  assigned  to  and  or 
being  entorced  by  the  child  support  agency).  If  the  applicant  owes 
such  support  and  is  found  eligible  for  unemployment  benefits,  the 
State  unemployment  agency  must  notify  the  appropriate  State  or 
local  child  support  agency  pursuant  to  section  454  of  the  Social 
Security  Act.  lhe  provision  would  require  the  child  support  agency 
to  reimburse  the  State  unemployment  agency  for  administrative  costs 
incurred  attributable  to  its  participation  in  child  support  enforce- 
ment activities. 

The  provision  would  be  effective  upon  enactment,  but  would  not 
be  a  State  unemployment  compensation  or  child  support  enforcement 
plan  requirement  under  sections  303  and  454  of  the  Social  Security 
Act  unt  il  October  1, 1982. 

o.  Internal  Revenue  Service  Collection  of  Child  Support  and 
Alimony  (Section  336) 

Present  Law  and  Background 

Under  current  law,  a  State  may  request  the  Internal  Revenue  Serv- 
ice (IRS)  to  collect  delinquent,  court-ordered  child  support  payments 
after  the  State  has  made  diligent  and  reasonable  efforts  to  collect  the 
payments.  Current  law  restricts  IRS  collection  to  delinquent  "child 
support,"  although  some  court  orders  establish  a  single  amount  to  be 
paid  which  includes  alimony.  The  amount  of  the  child  support  obliga- 
tion must  be  certified  by  the  Secretary  of  Health  and  Human  Services 
before  IRS  collection  procedures  may  be  used. 

Fourteen  States  have  laws  which  establish  an  administrative  process 
for  establishing  and  enforcing  child  support  obligations  as  an  alterna- 
tive to  traditional  court  proceedings.  These  State  laws  provide  due 
process  of  law  by  requiring  notice,  opportunity  for  a  hearing,  right  to 
counsel  and  the  opportunity  to  appeal  to  a  court  of  law. 

Explanation  of  Provision 

Section  336  would  permit  the  IRS,  at  the  request  of  a  State  and 
subject  to  the  same  certification  and  other  requirements  in  current 
law,  to  collect  delinquent  alimony  as  well  as  child  support  payments 
where  alimony  and  child  support  are  combined  in  a  single  order  and 
the  amounts  for  child  support  and  alimony  are  not  separately  identi- 
fied. The  provision  would  also  permit  IRS  collections  in  cases  where 
child  support/alimony  obligations  have  been  established  under  an 
administrative  as  well  as  court  order  (i.e.  a  rule  or  administrative 
adjudication  by  the  appropriate  State  agency). 

Under  current  law.  States  must  pay  a  fee  to  the  Federal  government 
for  each  case  referred  to  IRS  for  collection.  Currently  these  fees  are 
being  deposited  in  the  general  fund  of  the  U.S.  Section  336  makes 
clear  the  Committee/s  intent  that  these  reimbursements  should  be 
credited  to  the  accounts  of  the  Department  of  Treasury  so  that  the 
IRS  can  be  directly  reimbursed  for  the  costs  associated  with  making 
those  collections. 

The  provision  would  be  effective  upon  enactment. 
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3.  PART  C:  SUPPLEMENTAL  SECURITY  INCOME  (SSI)  BENEFITS 
a.  Retrospective  Budgeting  for  SSI  Benefits  (Section  341) 

Present  Law  and  Background 

Under  current  law,  computation  of  SSI  eligibility  and  amount  of 
benefits  is  based  on  the  income  and  resources  for  the  calendar  quarter. 
However,  if  the  initial  application  for  benefits  is  made  during  the 
second  or  third  month  of  a  calendar  quarter,  eligibility  for  and  amount 
of  benefits  is  calculated  on  the  basis  of  the  circumstances  in  that  month. 
When  an  individual  enters  a  hospital  or  other  medical  institution  in 
which  a  major  part  of  the  bill  is  paid  by  the  medicaid  program,  be- 
ginning with  the  first  full  calendar  month  the  individual  is  in  such 
institution,  his  monthly  SSI  benefit  standard  is  reduced  to  $25. 

Explanation  of  Provision 

Section  341  provides  that  the  computation  period  for  determination 
of  eligibility  and  amount  of  SSI  benefits  will  be  on  a  monthly  basis. 
In  most  cases,  benefits  would  be  determined  on  a  monthly  retrospective 
basis ;  that  is,  the  amount  of  the  benefit  for  a  month  would  be  deter- 
mined on  the  basis  of  income,  resources,  and  other  characteristics  in 
the  preceding  month  or,  at  the  discretion  of  the  Secretary  of  Health 
and  Human  Services,  the  second  preceding  month. 

Under  the  provision,  there  would  be  certain  exceptions  to  the  month- 
ly retrospective  computation  period.  Eligibility  would  be  based  on  the 
current  month's  circumstances.  The  amount  of  SSI  benefits  for  the 
month  in  which  the  application  is  filed,  or  for  the  first  month  follow- 
ing a  month  of  ineligibility,  would  be  based  on  the  income  and  other 
circumstances  in  the  month  for  which  the  benefit  is  being  determined. 
The  Secretary  would  have  discretion  to  extend  this  manner  of  compu- 
tation of  benefits  to  the  month  following  the  month  in  which  the  appli- 
cation is  filed  and  to  the  second  month  following  a  month  of  ineligibil- 
ity. For  any  month  in  which  a  significant  change  in  living  arrangements 
occurs  (as  determined  by  the  Secretary),  the  amount  of  benefit  would 
also  be  determined  on  the  basis  of  the  income  and  other  relevant  cir- 
cumstances in  the  month  for  which  the  benefit  is  being  determined. 

The  provision  would  also  provide  authority  for  the  Secretary  of 
HHS  to  waive  retrospective  accounting  in  the  case  of  individuals  in 
certain  medical  institutions  in  order  to  promote  the  individual's  re- 
moval from  a  medical  institution  and  into  a  less  restrictive  living  ar- 
rangement more  appropriate  to  his  or  her  situation.  The  Secretary 
could  use  this  waiver  authority  if  he  finds  that  it  would  promote  the 
individual's  removal  in  the  following  month  from  an  institution  to  a 
less  restrictive  living  arrangement.  Thus,  in  some  instances,  the  Secre- 
tary would  have  the  authority  to  waive  the  reduction  in  the  monthly 
benefit  standard  to  $25  if  a  higher  payment  level  would  enable  the 
individual  to  maintain  a  household  to  which  he  could  be  expected  to 
return  upon  his  release  from  the  medical  institution. 

The  section  would  provide  authority  for  the  Secretary  to  make  a 
transitional  payment  or  payments  during  the  first  two  months  for 
which  the  amendments  made  by  this  section  are  effective. 
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This  section  would  be  effective  for  months  after  the  last  month  in 
the  first  calendar  quarter  ending  at  least  five  months  after  the  month 
in  which  the  bill  is  enacted. 

b.  Eligibility  of  SSI  Recipients  for  Food  Stamps  (Section  342) 

Present  Law  and  Background 

Under  current  law,  SSI  recipients  in  three  States — Massachusetts, 
Wisconsin  and  California — receive  a  cash  payment,  as  a  part  of  the 
State  supplemental  SSI  benefits,  in  lieu  of  food  stamps.  Massachusetts 
and  Wisconsin  are  allowed  to  provide  SSI  recipients  cash  in  lieu  of 
food  stamps  because,  and  for  so  long  as,  the  Federal  Government  con- 
tinues to  contribute  to  the  cost  of  the  State  supplemental  benefits  as 
provided  under  the  "hold  harmless"  provisions  in  present  SSI  law. 
(The  SSI  statute  protects  States — holds  them  harmless — from  in- 
creased costs  resulting  from  Federal  eligibility  and  benefit  require- 
ments.) When  California  lost  its  hold  harmless  status,  a  separate  law 
was  enacted  to  allow  it  to  continue  to  "cash-out*'  food  stamps  for  SSI 
recipients  so  long  as  it  continues  to  pass-through  each  year  the  Federal 
SSI  cost-of-living  increase  and  provides  a  yearly  cost-of-living  adjust- 
ment in  its  State  supplemental  benefit. 

Explanation  of  Provision 

Section  342  provides  that,  if  a  State  cashed  out  food  stamps  for  SSI 
recipients  in  December,  1980  and  continues  to  meet  the  requirements 
for  passing  through  the  Federal  cost-of-living  increases  in  SSL  it  may 
continue  to  provide  cash  in  lieu  of  food  stamps  for  SSI  recipients. 

c.  Negotiability  of  SSI  Checks  (Section  343) 

Present  Law  and  Background 

Under  current  Federal  law  there  is  no  time  limit  on  the  negotiability 
of  U.S.  Treasury  checks  issued  for  the  purpose  of  providing  SSI  ben- 
efits. When  such  checks  are  not  cashed  by  the  beneficiaries,  the  U.S. 
Treasury  retains  the  funds  which  they  represent.  As  a  result,  States 
which  have  an  agreement  with  the  Social  Security  Administration  to 
include  State-funded  supplementation  of  the  Federal  SSI  benefit  in 
the  check  issued  by  the  U.S.  Treasury  are  precluded  from  recouping 
any  State  funds  included  in  the  unnegotiated  checks. 

Explanation  of  Provision 

Section  343  would  limit  the  negotiability  of  SSI  checks  to  180  days 
from  date  of  issuance.  The  amount  from  such  unnegotiated  checks 
which  represents  a  State  supplementation  payment  would  be  returned 
to  the  State  or  credited  to  the  State.  The  section  also  would  require 
the  Social  Security  Administration,  to  the  maximum  extent  feasible, 
to  determine  the  whereabouts  and  eligibility  of  those  individuals 
whose  benefit  checks  were  not  negotiated  within  the  180  day  limit. 
It  is  the  intent  that  the  Social  Security  Administration  is  to  make 
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every  erfort  to  ensure  that  such  individuals  are  assisted  in  obtaining 
the  SSI  benefits  to  which  they  are  due. 
This  provision  would  be  effective  October  1, 1981. 

d.  Special  Interim  Cost-of-Living  Increase  in  SSI  Benefits 
(Section  344) 

Present  Law  and  Background 

Under  existing  law,  a  yearly  cost-of-living  adjustment  payable  in 
the  SSI  checks  received  in  J uly  is  made  in  Federal  SSI  benefits  equal 
to  the  percentage  adjustment  provided  for  social  security  retirement 
and  disability  insurance  beneficiaries.  This  is  done  through  a  refer- 
ence in  the  SSI  law  to  the  cost-of-living  adjustment  provisions  in 
Title  II  of  the  Social  Security  Act.  Under  existing  law,  the  adjustment 
is  based  on  the  change  in  the  Consumer  Price  Index  (CPI)  measured 
from  the  first  calendar  quarter  of  one  year  to  the  first  calendar  quarter 
of  the  next  year. 

The  Committee's  bill  moves  the  payment  of  the  cost-of-living  in- 
crease in  social  security  and,  by  reference  in  SSI,  to  October  instead 
of  July,  after  1982. 

To  provide  for  a  transition  to  the  new  October  date  for  cost-of- 
living  adjustments  under  social  security,  the  Committee's  bill  in  sec- 
tion 206  provides  that  an  ad  hoc  increase  equal  to  one-half  the  increase 
in  the  cost-of-living  from  the  first  quarter  of  1981  to  the  first  quarter 
of  1982  would  be  paid  in  July  1982.  In  October  1982,  a  second  benefit 
increase  would  be  computed  based  on  the  increase  in  the  CPI  from 
the  first  quarter  of  1981  to  the  March  through  May  period  of  1982 
(a  14  month  inflation  period  as  compared  to  the  present  12  month 
period).  This  increase  would  be  adjusted  to  reflect  the  ad  hoc  in- 
crease paid  in  July,  so  that  the  October  increase  plus  the  ad  hoc  in- 
crease in  July  would  equal  the  increase  in  the  CPI  over  the  14  month 
measuring  period.  In  this  way,  beneficiaries  would  receive  a  total 
increase  based  on  14  months  of  inflation,  from  January  1981  to  March 
1982.  Future  automatic  increases,  after  1982,  would  be  based  on  the 
CPI  change  in  the  March  through  May  period  each  year,  and  would 
be  paid  in  October  of  each  year. 

Explanation  of  Provision 

Section  344  would  conform  the  SSI  law  to  the  adjustments  in  cost- 
of-living  in  social  security  that  will  be  made  during  1982.  In  future 
years,  SSI  adjustments  would  continue  to  be  made  on  the  same  basis  as 
provided  in  Title  II :  they  would  be  based  on  the  CPI  change  in  the 
period  March-May  of  each  year,  and  would  be  paid  in  October  of  each 
year. 

4.  PART  D:  ENERGY  ASSISTANCE  TO  LOW  INCOME  HOUSEHOLDS 

Program  of  Assistance  (Section  361) 

Section  361  amends  the  Social  Security  Act  by  adding  a  new  title — 
"Title  XXI — Energy  Assistance  to  Low  Income  Households". 


The  following  is  a  description  of  the  new  sections  within  the  pro- 
posed new  Title  XXI  of  the  Social  Security  Act  including  a  compari- 
son with  the  current  law  which  expires  September  30,  1981. 

a.  Appropriations  Authorized  (Section  2101) 

Present  Law  and  Background 

Under  present  law,  authority  for  providing  low  income  energy  as- 
sistance exists  under  both  section  222(a)  (5)  of  the  Economic  Oppor- 
tunity Act  of  1964  and  the  Home  Energy  Assistance  Act  of  1980 
(Title  III  of  the  Crude  Oil  Windfall  Proht  Tax  of  1980  (P.L.  96- 
223)).  The  Economic  Opportunity  Act  does  not  specify  a  specific 
budget  authority.  The  Home  Energy  Assistance  Act  authorizes  $3,125 
billion  for  energy  assistance  in  fiscal  year  1981.  The  authority  under 
both  Acts  will  expire  on  September  30,  1981  unless  reauthorized  by 
Congress. 

Public  Law  96-536,  providing  for  continuing  appropriations 
through  June  5, 1981,  appropriated  $1.85  billion  for  low  income  energy 
assistance  (LIE A)  for  fiscal  year  1981.  The  funds  are  appropriated 
under  the  authority  of  the  Economic  Opportunity  Act  of  1964.  How- 
ever, the  Continuing  Resolution  provides  that  LIEA  shall  be  admin- 
istered under  the  "terms  and  conditions"  of  the  regulations  and  any 
"non-formula  amendments  thereto"  published  May  30,  1980  in  the 
Federal  Register  pursuant  to  the  Home  Energy  Assistance  Act  of 
1980.  Therefore,  references  to  present  law  refer  to  provisions  of  the 
Home  Energy  Assistance  Act  except  for  instances  in  which  specific 
changes  were  made  by  the  Continuing  Resolution. 

Under  present  law,  funds  appropriated  remain  available  until  spent. 

Explanation  of  Provision 

The  Committee  bill  would  authorize  a  program  of  energy  assist- 
ance for  low  income  households  for  fiscal  year  1982  and  fiscal  year  1983 
by  adding  a  new  title  to  the  Social  Security  Act :  Title  XXI — Energy 
Assistance  to  Low  Income  Households.  The  Act  would  authorize  $1.4 
billion  for  fiscal  year  1982  and  $1.6  billion  for  fiscal  year  1983.  The 
Act  would  require  the  Secretary  of  Health  and  Human  Services  to 
make  payments  to  states  that  submit  and  have  approved  state  plans 
for  low  income  energy  assistance.  Funds  appropriated  under  the  Act 
would  remain  available  until  spent. 

b.  Allotments  to  States  (Section  2102) 

Present  Law  and  Background 

Of  the  $1.85  billion  appropriated  for  fiscal  year  1981  under  present 
law,  $1,776  billion  is  distributed  as  formula  grants  to  States ;  $20  mil- 
lion is  transferred  to  the  Community  Services  Administration  for 
energy  assistance  to  native  Americans  and  migrants ;  $4  million  is  set 
aside  for  Social  Security  Administration  administrative  costs;  and 
$50  million  is  to  be  used  to  meet  one  of  the  provisions  of  the  state  grant 
allotment  formula  related  to  lessening  the  impact  on  certain  states 
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from  the  changes  in  the  allotment  formula.  Allotments  to  States  are 
made  on  the  basis  of  a  complex  formula  that  was  specified  in  Public 
Law  96-536  providing  for  continuing  appropriations  through  June  5, 
1981. 

Explanation  or  Provision 

The  Committee  bill  would  distribute  100  percent  of  the  funds  appro- 
priated as  grants  to  States.  The  funds  would  be  allotted  on  the  basis  of 
States'  allotment  percentages.  The  allotment  percentages  would  be 
defined  as  the  shares  of  federal  funds  States  are  receiving  under  the 
formula  provisions  of  the  fiscal  year  1981  program.  This  would  include 
~-the  provisions  of  the  Continuing  Resolution  and  its  references  to  the 
Home  Energy  Assistance  Act  and  fiscal  year  1980  payments. 

Under  the  Committee  bill,  the  Secretary  would  be  authorized  to 
reallocate  funds  he  determines  will  not  be  used  by  a  State  in  a  fiscal 
year.  However,  a  State  could  request  that  up  to  25  percent  of  its  allot- 
ment for  any  fiscal  year  be  held  available  for  its  use  during  the  follow- 
ing fiscal  year.  The  base  used  to  determine  the  maximum  a  State  may 
carry  over  would  consist  only  of  funds  allotted  to  it  during  the  current 
fiscal  year,  and  would  not  include  funds  held  over  from  any  previous 
fiscal  year.  In  order  to  reallocate,  the  Secretary  would  have  to  do  the 
following:  notify  the  chief  executive  officer  of  a  state  of  the  intent  to 
reallocate  a  portion  of  its  funds,  publish  notice  in  the  Federal  Register 
of  the  intent  to  reallocate,  and  receive  comments  for  a  30-day  period 
following  publication  of  the  notice.  Any  funds  to  be  reallocated  after 
this  30-day  period  would  be  treated  as  part  of  the  funds  available  for 
allotment  for  the  following  fiscal  year  (to  be  distributed  according  to 
the  State  allotment  percentages) . 

Similar  to  current  law,  the  Secretary  would  be  authorized  to  make 
payments  directly  to  Indian  tribal  organizations  if  he  determines  that 
members  of  an  Indian  tribe  would  be  better  served  through  such  direct 
grants.  The  allocation  of  the  State  in  which  the  tribe  resides  would 
be  reduced  by  the  amount  of  any  such  direct  grant. 

As  under  present  law,  the  Secretary  could  reserve,  at  the  State's 
request,  a  portion  of  a  State's  allotment  to  make  direct  payment  to 
qualified  recipients  of  Supplemental  Security  Income  (SSI). 

There  would  be  no  federal  limit  on  the  maximum  yearly  benefit 
paid  to  households,  in  contrast  to  the  fiscal  year  1981  program.  The 
Committee  believes  that  the  State  should  have  flexibility  in  determin- 
ing such  limits  as  it  believes  appropriate,  taking  into  account  public 
comments  received  by  the  State  on  its  proposed  State  plan. 

c.  State  Plans  (Section  2103) 

Present  Law  and  Background 

Under  present  law,  to  receive  a  low  income  energy  grant,  a  State 
must  submit  and  have  approved  by  the  Secretary  a  plan  which  meets 
specified  federal  requirements.  These  plans  must  describe  the  program 
the  State  intends  to  operate,  and  demonstrate  that  assistance  will  be 
available  through  payments  to  home  energy  suppliers,  eligible  house- 
holds in  certain  cases,  combinations  of  supplies  and  households,  and 
building  operators  in  subsidized  housing  projects.  Although  benefit 
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levels  may  vary  according  to  such  factors  as  type  of  fuel,  household 
size  or  region,  benefits  must  be  scaled  so  they  are  highest  for  households 
with  the  greatest  home  energy  costs  in  relation  to  income.  Priority 
must  be  given  to  households  with  lowest  income  or  with  an  elderly  or 
handicapped  member. 

Explanation  or  Provision 

As  under  current  law,  the  Committee  bill  would  require  States  to 
submit  a  plan  for  approval  to  the  Secretary  before  receiving  low- 
income  energy  grants.  In  recognition  that  energy  related  circum- 
stances vary  substantially  among  the  States,  the  bill  allows  the  States 
greater  flexibility  and  discretion  in  the  design  and  operation  of  their 
Jow-income  energy  assistance  programs  than  allowed  under  current 
law.  It  is  the  clear  intent  of  the  Committee  that  any  Federal  regula- 
tions, requirements  or  restrictions  promulgated  in  relation  to  the  State 
plan  requirements  or  any  other  provisions  contained  in  this  bill  not 
undermine  the  ability  of  the  States,  or  limit  the  flexibility  necessary 
for  each  State,  to  design  a  program  that  (1)  meets  the  particular  needs 
of  the  State;  (2)  utilizes  the  most  appropriate  and  etiective  adminis- 
trative agencies  and  resources  available  to  the  State;  and  (3)  allows 
for  the  timely  and  efficient  payment  of  energy  assistance  to  those  in 
need. 

Under  the  Committee  bill,  the  State  plan  must  provide  for  a  State 
program  for  furnishing  assistance  in  meeting  home  energy  costs  of 
households  through  payments  to  one  or  more  of  the  following:  (1) 
eligible  households  who  need  assistance  to  pay  for  the  cost  of  heat- 
ing; (2)  eligible  households  who  need  assistance  to  pay  for  the  cost  of 
cooling;  (3)  home  energy  suppliers  under  agreements  developed  by 
the  state ;  and  (4)  building  operators  in  assisted  housing  projects. 

In  addition,  the  Committee  bill  would  allow  States  the  option  of 
using  federal  low  income  energy  assistance  funds  to  purchase,  pro- 
vide and  install  conservation/weatherization  materials.  This  would 
include  the  provision  of  devices  to  utilize  renewable  resources;  and 
making  improvements  in  heating  or  cooling  systems  designed  to  im- 
prove heating  or  cooling  efficiency.  Under  the  Committee  bill,  States 
would  be  responsible  for  determining  what  materials,  devices  and 
improvements  would  be  provided.  For  example,  States  could  include 
furnace  retrofitting  among  the  means  to  improve  the  efficiency  of  the 
heating  system.  Such  weatherization/conservation  activities  could  be 
conducted  not  only  in  single  family  dwellings  but  also  in  multi-family 
dwellings  where  a  substantial  number  of  households  eligible  under  the 
State  plan  may  live.  The  Committee  bill  would  further  provide  greater 
flexibility  by  allowing  States  to  meet  energy-related  emergency  needs 
of  eligible  households,  including  in-kind  assistance,  without  the  three 
percent  restriction  in  current  law. 

To  the  extent  that  it  would  not  interfere  with  the  efficient  and 
timely  payment  of  benefits,  States  would  be  required  to  provide  the 
highest  level  of  assistance  to  households  with  the  lowest  incomes  and 
the  highest  energy  costs  in  relation  to  income. 

The  Committee  bill  would  require  States  to  designate  in  their  plans 
a  State  agency  to  administer  the  program,  describe  administrative 
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arrangements  for  carrying  out  the  program,  assure  equitable  treat- 
ment of  renters  and  owners,  provide  for  public  participation  in  the 
development  of  the  plan,  provide  an  opportunity  lor  a  fair  hearing 
to  anyone  denied  assistance  or  not  served  promptly,  provide  for  co- 
ordination with  related  energy  programs,  and  provide  for  appro- 
priate and  necessary  outreach.  States  would  also  be  required  to  estab- 
lish procedures  for  monitoring  assistance  provided  under  the  plan, 
including  the  monitoring  and  auditing  of  agreements  entered  into 
with  home  energy  suppliers,  and  to  establish  liscai  control  and  fund 
accounting  procedures  to  ensure  proper  use  and  accounting  of  federal 
funds.  The  Committee  bill  would  further  require  States  to  submit 
whatever  reports  the  Secretary  may  reasonably  require  with  respect 
to  the  plan.  However,  the  Committee  expects  the  Secretary  to  re- 
quest only  information  directly  related  to  the  plan  which  is  neces- 
sary to  ensure  compliance  with  the  plan  and  with  the  program's  goals. 

Any  state  plan  meeting  the  above  requirements  would  be  approved 
by  HHS.  The  Secretary  could  waive  any  requirement  if  such  a  waiver 
would  enhance  the  ability  of  a  State  to  design  and  operate  a  program 
that  meets  the  particular  needs  of  the  State  and  allows  for  the  timely 
and  efficient  payment  of  assistance.  Before  disapproving  a  plan,  the 
Secretary  would  be  required  to  give  the  State  notice  and  opportunity 
for  a  hearing,  as  in  present  law. 

d.  Low  Income  Energy  Grants  to  States  (Section  2104) 

Present  Law  and  Background 

Under  present  law,  LIEA  is  100  percent  federally  funded,  except 
that  States  must  pay  50  percent  of  administrative  costs.  The  Federal 
Government  sets  maximum  eligibility  criteria.  However,  States  may 
set  eligibility  standards  at  lower  levels  than  the  federal  maximum. 
To  be  eligible  for  LIEA  benefits  households  must  have  at  least  one 
individual  who  is  "categorically  eligible"  or  have  a  household  income 
at  or  below  the  Bureau  of  Labor  Statistics'  lower  living  level.  The 
one  exception  is  that  single  person  households  may  have  incomes 
below  either  the  lower  living  level  or  125  percent  of  the  poverty  level. 
A  categorically  eligible  individual  is  a  person  who  is  eligible  for  Aid 
to  Families  with  Dependent  Children  (AFDC),  Supplemental  Secu- 
rity Income  (SSI),  Food  Stamps,  or  certain  veterans  benefits.  How- 
ever, households  eligible  solely  on  the  basis  of  eligibility  for  SSI  are 
not  eligible  for  benefits  if  the  SSI  recipient  is  in  an  institution  re- 
ceiving Medicaid,  is  a  member  of  a  shared  household  resulting  in 
reduced  SSI  benefits  (one-third  reduction),  or  a  child  recipient  of 
SSI  living  at  home.  In  determining  household  income,  States  are  re- 
quired to  use  the  procedure  used  in  their  AFDC  program. 

Explanation  of  Provision 

The  Committee  bill  would  reimburse  States  for  100  percent  of  their 
expenditures,  including  administrative  costs,  incurred  carrying  out 
their  State  energy  assistance  plan  in  fiscal  year  1982.  The  Federal 
government  would  pay  80  percent  of  these  expenditures  in  fiscal  year 
1983. 
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No  Federal  payments  could  be  made  for  assistance  to  a  household 
unless  the  household  has  either  at  least  one  individual  eligible  for 
AFDC,  SSI,  Food  Stamps,  or  certain  veteran's  benefits,  or  the  house- 
hold's income  is  below  150  percent  of  the  poverty  line  or,  at  the  option 
of  the  State,  60  percent  of  the  State's  median  income  (adjusted  for 
family  size).  A  State  could  establish  a  lower  income  eligibility  level. 
The  exclusion  of  certain  SSI  recipients,  including  those  residing  in 
certain  institutions,  would  be  continued.  For  determining  household 
income,  States  could  use  the  procedure  they  use  in  their  AFDC  pro- 
gram or  other  income  assistance  or  service  program. 

e.  Definitions  (Section  2105) 

Present  Law  and  Background 

Current  law  defines  a  household  as  any  individual  or  group  of 
individuals  who  are  living  together  as  one  economic  unit  for  whom 
residential  energy  is  customarily  purchased  in  common  or  who  make 
undesignated  payments  for  energy  in  the  form  of  rent.  Current  law 
also  defines  home  energy  as  a  source  of  heating  or  cooling  in  resi- 
dential dwellings.  A  definition  of  the  Bureau  of  Labor  Statistics'  lower 
living  standard  income  level,  which  is  the  income  eligibility  guideline 
used  in  the  current  program,  is  included  in  current  law.  Finally,  cur- 
rent law  defines  State  to  include  only  the  50  States  and  District  of 
Columbia.  The  outlying  areas  receive  grants  through  a  special  set- 
aside. 

Explanation  of  Provesion 

The  Committee  bill  would  define  a  household  as  all  individuals  who 
occupy  a  housing  unit.  The  Committee  bill  would  rely  on  the  concept 
of  a  housing  unit  used  by  the  Census  Bureau.  In  general,  one  or  more 
rooms  occupied  as  separate  living  quarters  would  be  considered  a 
housing  unit  for  purposes  of  the  program.  The  Committee  does  not 
intend  energy  assistance  to  be  available  to  institutions  or  military 
barracks,  which  would  be  excluded  under  the  Census  Bureau  definition. 
The  Committee,  however,  wishes  to  emphasize  that  it  does  intend 
that  States  be  allowed  to  provide  assistance  to  boarding  homes  and 
group  homes  whose  residents  meet  other  eligibility  requirements. 

The  Committee  bill,  like  the  current  law,  would  define  home  energy 
as  a  source  of  heating  or  cooling  in  residential  dwellings.  Definitions 
of  the  poverty  level  and  State  median  income  also  would  be  included 
since  a  percentage  of  these  standards  would  be  used  as  the  cutoff 
points  for  assistance.  Poverty  level  would  be  defined  in  the  Committee 
bill  as  the  nonfarm  poverty  guidelines  developed  by  the  Office  of 
Management  and  Budget.  State  median  income  would  be  defined 
as  the  State  median  incomes  published  by  the  Department  of  Health 
and  Human  Services  (HHS)  for  use  in  Title  XX  of  the  Special  Secur- 
ity Act,  adjusted  for  household  size.  Further,  the  Committee  bill, 
which  would  allocate  funds  to  the  outlying  areas  in  the  same  way 
as  States,  would  define  "State"  to  include  the  Commonwealth  of  Puerto 
Rico,  the  Xorthern  Mariana  Islands,  Guam.  American  Samoa,  the 
Virgin  Islands,  and  the  Trust  Territory  of  the  Pacific  Islands,  in 
addition  to  the  50  States  and  District  of  Columbia. 
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f.  Administration  (Section  2106) 

Present  Law  axd  Background 

Current  law  requires  the  Secretary  to  publish  regulations  for  the 
low-income  energy  program  within  60  days  of  the  law's  enactment. 
The  Secretary  may  delegate  all  functions,  except  the  making  of 
regulations,  to  any  HHS  officer  or  employee,  and  may  use  the  services 
and  facilities  of  other  Federal  or  public  agencies  to  administer  the 
program.  The  current  law  also  provides  that  assistance  provided 
through  the  low-income  energy  program  shall  not  be  considered 
income  or  resources  for  any  purpose  under  any  other  Federal  or 
State  law,  and  also  amends  the  Food  Stamp  Act  so  that  increases  in 
State  public  assistance  grants  intended  primarily  to  offset  the  costs 
of  energy  will  not  be  considered  income  during  fiscal  year  1981  in 
the.  Food  Stamp  program. 

Explanation  of  Provision 

The  Committee  bill  would  require  the  Secretary  of  HHS  to  publish 
regulations  within  60  days  of  the  program's  enactment,  and  would 
authorize  the  Secretary  to  delegate  functions,  except  rule -making, 
to  other  HHS  employees  and  officers.  HHS  would  be  authorized  to 
use  the  services  and  facilities  of  other  Federal  or  public  agencies  and 
would  be  required  to  set  up  procedures  for  Federal  monitoring  of 
State  administration.  The  Secretary  would  be  required  to  coordinate 
the  program  with  related  activities  under  the  Economic  Opportunity 
Act  or  other  similar  programs.  The  Committee  bill  would  also  provide 
that  assistance  provided  to  a  household  under  this  program  would  not 
be  considered  income  or  resources  under  other  Federal  or  State  laws. 
Further,  payments  would  be  authorized  to  States  in  installments  in 
advance  or  by  reimbursement,  with  necessary  adjustments  for  over- 
payment or  underpayments  as  in  present  law. 

5.  PART  E:  SOCIAL  SERVICES 

Limitation  on  Aggregate  Title  XX  Training  Expenditures  in  1982 

(Section  381) 

Present  Law  and  Background 

Under  current  law,  75  percent  Federal  matching  funds  are  available 
to  States  for  training  costs  related  to  the  Title  XX  social  services  pro- 
gram. These  funds  are  in  addition  to  matching  funds  provided  under 
the  Title  XX  social  services  program  statutory  ceiling.  Beginning  in 
fiscal  year  1982  States  are  to  be  reimbursed  only  for  those  expenditures 
included  in  a  State  training  plan  approved  by  the  Department  of 
Health  and  Human  Services.  Under  Title  XX  law,  funding  for  train- 
ing programs  is  on  an  open-ended  entitlement  basis.  However,  a  limit 
of  $75  million  was  placed  on  the  appropriation  for  fiscal  year  1981. 

Explanation  of  Provision 

Section  381  would  continue  through  fiscal  year  1982  the  $75  million 
limitation  on  Federal  Title  XX  funds  that  was  in  effect  in  fiscal  year 
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1981.  Each  State  will  be  allotted  the  same  share  of  the  $75  million  in 
fiscal  year  1982  as  it  was  allotted  in  fiscal  year  1981. 

D.  TITLE  IV:  MEDICARE  AMENDMENTS 
1.  PART  A:  CHANGES  IN  BENEFITS 

a.  Elimination  of  Part  A  Coverage  of  Alcohol  Detoxification 

Facility  Services  (Section  401) 

Present  Law  and  Background 

Under  Public  Law  96-499,  the  Omnibus  Budget  Reconciliation  Act 
of  1980,  effective  April  1, 1981,  qualifying  freestanding  alcohol  detoxi- 
fication facilities  are  recognized  as  providers  under  medicare.  As  with 
hospitals,  these  facilities  are  reimbursed  by  medicare  part  A  on  a  rea- 
sonable cost  basis.  In  conjunction  with  the  extension  of  coverage  to 
freestanding  alcohol  detoxification  facilities,  Congress  instructed  the 
Secretary  to  undertake  studies  and  demonstration  projects  on  alco- 
holism rehabilitation,  drug  detoxification,  and  incentives  for  the  use  of 
lower  cost  freestanding  detoxification  facilities. 

Explanation  of  Provision 

The  bill  would  repeal  the  existing  medicare  provision  under  which 
reimbursement  for  inpatient  services  in  freestanding  alcohol  detoxifi- 
cation facilities  is  authorized.  In  addition,  the  bill  provides  for  the 
cancellation  of  a  number  of  studies  and  demonstration  projects  whose 
purpose  was  to  evaluate  the  new  coverage  and  its  potential  for 
expansion. 

Repeal  of  this  provision  does  not  constitute  repeal  of  coverage  under 
medicare  for  inpatient  detoxification  services.  These  services  have  long 
been,  and  will  continue  to  be,  covered  when  provided  by  a  participat- 
ing hospital.  The  Committee  felt  that  repeal  of  coverage  for  freestand- 
ing detoxification  facilities  eliminated  the  need  for  the  proposed 
studies  and  demonstration  projects. 

This  section  is  effective  with  respect  to  inpatient  stays  in  detoxifica- 
tion facilities  beginning  on  or  after  the  tenth  day  after  the  date  of 
enactment. 

b.  Nutritional  Therapy  Under  the  End  Stage  Renal  Disease 

Program  (Section  402) 

Present  Law  and  Background 

Present  medicare  law  provides  no  coverage  for  nutritional  therapy 
for  the  treatment  of  end  stage  renal  disease  (ESRD). 

Explanation  of  Provision 

The  bill  would  provide  coverage  under  the  medicare  program  for 
nutritional  therapy,  when  it  is  used  as  a  means  of  delaying,  or  sub- 
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stituting  for,  the  provision  of  kidney  dialysis,  for  those  beneficiaries 
who  would  otherwise  qualify  for  medicare  benefits. 

Nutritional  therapy  may,  in  general,  be  defined  as  the  use  of  specifi- 
cally manufactured  foods  that  are  of  "high  biologic  value."  These 
foods  may  help  individuals  with  end  stage  renal  disease  to  maintain 
an  appropriate  level  of  protein  in  their  diet,  while  at  the  same  time 
providing  certain  essential  amino  acids  and  sufficient  calories  to  main- 
tain nitrogen  balance. 

There  is  limited  evidence  that  nutritional  therapy  may  delay  the 
necessity  for  renal  dialysis  or  may  result  in  a  reduction  in  the  number 
of  renal  dialysis  treatments  required.  The  Committee  is  aware  that 
the  use  of  nutritional  therapy  in  the  treatment  of  end  stage  renal 
disease  is  a  new  approach  and,  therefore,  expects  the  Secretary  to  im- 
plement this  provision  in  a  manner  which  will  ensure  that  payment 
will  be  made  under  this  provision  only  where  there  is  evidence  that 
nutritional  therapy  is  both  medically  necessary  and  cost-effective. 

The  Committee  is  concerned  that  little  data  is  available  regarding 
the  costs  of  nutritional  therapy  supplies  and  other  costs  associated 
with  nutritional  therapy,  and  that  nutritional  therapy  as  a  treatment 
modality  is  in  the  process  of  development  and  change.  The  Committee 
expects  the  Secretary  of  Health  and  Human  Services  (HHS),  in  con- 
sultation with  experts  in  the  fields  of  nephrology  and  nutrition  (espe- 
cially nutritional  therapy)  and  with  suppliers  of  nutritional  therapy 
supplies,  to  establish  regulations  and  guidelines  for  the  coverage  of, 
and  reimbursement  for,  nutritional  therapy  supplies  and  related  phy- 
sician and  other  services. 

Under  current  law,  entitlement  to  benefits  under  part  A  of  medi- 
care and  eligibility  to  enroll  under  part  B  begins  with  the  third 
month  after  the  month  in  which  a  regular  course  of  renal  dialysis  is 
initiated.  (In  addition,  eligibilty  can  be  established  by  reason  of 
kidney  transplantation.)  The  bill  would  provide  entitlement  to  bene- 
fits beginning  with  the  earlier  of  the  third  month  after  the  month  in 
which  a  regular  course  of  renal  dialysis  is  initiated  or  the  third  month 
after  the  month  in  which  a  regular  course  of  renal  dialysis  would 
have  been  initiated  but  was  not  initiated  because  nutritional  therapy 
was  provided.  The  Committee  recognizes  the  difficulty  in  fixing  a 
precise  date  on  which  renal  dialysis  would  have  begun,  but  expects 
the  Secretary  to  establish  guidelines  and  regulations  to  ensure  that 
only  those  patients  with  end  stasre  renal  disease  became  eligible  for 
medicare  benefits  under  this  provision. 

The  enactment  of  this  provision  shall  not  be  construed  as  releasing 
the  Secretary  from  his  obligation,  under  Public  Law  96-499,  to  study 
and  conduct  a  demonstration  project  and  submit  legislative  recom- 
mendations to  the  Congress  by  December  5,  1982,  concerning  the  ef- 
fectiveness of  nutritional  therapy  in  early  renal  failure  in  retarding 
or  arresting  the  progression  of  the  disease  with  a  resultant  deferment 
of  dialysis. 

The  effective  date  of  the  section  specifies  that  no  person  can  estab- 
lish entitlement  to  benefits  under  this  provision  on  the  basis  of  nutri- 
tional therapy  furnished  before  October  1,  1981. 
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2.  PART  B:  CHANGES  IN  COINSURANCE,  DEDUCTIBLES,  AND  PREMIUM 

a.  $1  Copayment  for  Each  of  First  60  Days  in  Hospital 
(Section  411) 

Present  Law  and  Background 

Present  law  imposes  no  copayment  on  medicare  beneficiaries  for 
the  first  60  days  of  inpatient  hospital  services.  Under  current  law, 
there  is  an  inpatient  hospital  deductible  roughly  equivalent  to  the 
cost  of  one  day  of  hospital  care  during  each  spell  of  illness.  In  addi- 
tion, under  present  law,  beneficiaries  are  responsible  for  a  daily  co- 
insurance amount,  beginning  with  the  61st  day  of  hospitalization, 
equal  to  one- fourth  of  the  inpatient  hospital  deductible. 

Explanation  of  Provision 

The  bill  would  make  medicare  inpatients  subject  to  a  $1  copayment 
for  each  of  the  first  60  days  of  care  during  a  spell  of  illness. 

The  Committee  has  adopted  the  $1  per  day  copayment  as  a  means 
of  achieving  a  necessary  reduction  in  medicare  program  costs  in  a 
way  that  is  not  unduly  burdensome  to  individual  beneficiaries. 

This  section  is  effective  with  respect  to  inpatient  hospital  services 
furnished  on  or  after  October  1,  1981. 

b.  Making  Part  A  Coinsurance  Current  With  the  Year  in  Which 
Services  are  Furnished  (Section  412) 

Present  Law  and  Background 

Under  present  law,  the  part  A  coinsurance  is  determined  as  a  frac- 
tion of  the  deductible  in  effect  for  the  year  in  which  a  spell  of  illness 
begins.  Thus,  for  the  beneficiary  who  experiences  a  spell  of  illness  that 
overlaps  2  or  more  calendar  years,  no  adjustment  is  made  in  the  part  A 
coinsurance  to  reflect  any  change  in  the  deductible. 

Explanation  of  Provision 

Under  the  bill,  part  A  coinsurance  will  be  based  on  the  current  year's 
deductible,  rather  than  the  deductible  in  effect  at  the  time  the  bene- 
ficiary's spell  of  illness  began. 

The  bill's  requirement  that  part  A  coinsurance  be  based  on  the 
current  year  deductible  will  not  only  reduce  medicare  program  costs 
but  will  also  simplify  administration  by  making  part  A  coinsurance 
amounts  the  same  for  all  beneficiaries  regardless  of  when  their  spell 
of  illness  began. 

This  amendment  is  effective  with  respect  to  inpatient  hospital  serv- 
ices and  post-hospital  extended  care  services  furnished  on  or  after 
January  1,1982. 
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c.  Making  the  Part  A  Deductible  and  Coinsurance  More  Current 

(Section  413) 

Present  Law  and  Background 

Under  present  law,  a  beneficiary  is  required  to  meet  a  deductible  in 
each  spell  of  illness  before  medicare  payment  for  inpatient  hospital 
care  begins.  Medicare  also  deducts  from  its  payment  for  hospital  stays 
that  extend  beyond  60  days  and  extended  care  stays  that  extend  beyond 
20  days  coinsurance  amounts  that  are  calculated  as  a  fraction  of  the 
inpatient  deductible.  In  concept,  the  inpatient  deductible  increases 
each  year  to  reflect  the  cost  of  one  day's  hospital  care,  but  in  practice 
the  calculation  lags  about  2  years  behind  actual  hospital  cost  increases. 

Explanation  of  Provision 

The  bill  would  make  the  part  A  deductible  and  coinsurance  amounts 
more  current. 

The  Committee  believes  that  the  necessity  of  achieving  a  reduction  in 
medicare  program  costs  warrants  making  the  deductible  more  reflec- 
tive of  the  cost  of  1  day's  hospital  care.  This  would  be  accomplished 
by  adding  $5  to  the  base  figure  of  $40  in  the  formula  that  is  used  in  the 
determination  of  the  inpatient  hospital  deductible. 

This  section  would  become  effective  for  inpatient  hospital  services 
and  post-hospital  extended  care  services  furnished  in  calendar  years 
beginning  with  1982. 

d.  Elimination  of  Carryover  From  Previous  Year  of  Incurred 
Expenses  for  Meeting  the  Part  B  Deductible  (Section  414) 

Present  Law  and  Background 

Under  present  law,  the  annual  part  B  deductible  for  any  year  will 
be  reduced  by  the  amount  of  any  covered  expenses  which  the  individ- 
ual incurs  in  the  last  3  months  of  the  preceding  calendar  year  even  if 
these  expenses  were  applied  toward  the  deductible  in  the  preceding 
year. 

Explanation  of  Provision 

The  bill  would  repeal  the  provision  of  present  law  that  permits 
medicare  beneficiaries  to  count  expenses  incurred  in  the  last  quarter 
of  the  previous  calendar  year  in  determining  whether  they  have  met 
the  annual  part  B  deductible  for  the  new  year. 

In  the  Committee's  judgment,  elimination  of  the  part  B  deductible 
carryover  provision  is  appropriate  at  a  time  when  there  is  general 
agreement,  that  steps  must  be  taken  to  restrain  the  rising  cost  of  the 
medicare  program. 

This  section  would  become  effective  with  respect  to  the  deductible 
for  calendar  year  1982. 
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e.  Increase  In,  and  Indexing  of,  Part  B  Deductible  (Section  415) 

Present  Law  and  Background 

Under  present  law,  medicare  part  B  beneficiaries  are  subject  to  a 
$60  annual  deductible  and  are  thus  responsible  for  the  first  $60  of  the 
cost  of  covered  services  (with  certain  exceptions). 

Explanation  of  Provision 

The  bill  amends  present  law  to  increase  the  annual  part  B  deducti- 
ble from  $60  to  $70,  and,  beginning  in  1983,  to  index  the  deductible 
so  that  it  increases  each  year  by  the  same  percentage  as  the  annual 
cost-of-living  increase  in  monthly  social  security  cash  benefits. 

Each  year,  beginning  in  1982,  the  Secretary  will  announce  the 
amount  of  the  part  B  deductible  for  the  next  calendar  year.  The 
deductible  will  be  rounded  to  the  nearest  multiple  of  $1.  The  Secre- 
tary's announcement  will  be  made  at  the  time  the  annual  cost-of- 
living  increase  in  monthly  social  security  benefits  is  announced.  The 
deductible  increase  announced  will  reflect  the  percentage  increase  in 
social  security  benefits  in  that  year  and  will  become  effective  on 
January  1  of  the  following  year. 

Despite  the  upward  spiral  of  health  care  costs,  no  change  has  been 
made  in  the  deductible  since  1973.  The  Committee's  decision  to  increase 
and  subsequently  index  the  part  B  deductible  reflects  its  desire  to 
restrain  increases  in  the  cost  of  the  program  without  eliminating  bene- 
fits or  imposing  unreasonable  burdens  on  beneficiaries.  Indexing  the 
part  B  deductible  makes  its  treatment  consistent  with  the  annual 
adjustment  of  the  part  A  deductible  and  coinsurance,  and  the  annual 
increase  in  the  part  B  premium  provided  for  under  present  law. 

The  increase  in  the  deductible  to  $70  will  become  effective  for 
expenses  incurred  during  calendar  year  1982.  The  indexing  of  the 
deductible  will  be  effective  for  expenses  incurred  during  calendar 
year  1983  and  later  years. 

f.  Changes  to  Part  B  Premium  to  Conform  to  Title  II  Changes 

(Section  416) 

Present  Law  and  Background 

Under  present  law,  persons  age  65  and  over  may  enroll  in  part  B 
of  medicare  for  coverage  of  physician  and  other  services  by  paying  a 
monthly  premium.  The  premium  is  increased  each  July.  (The  present 
monthly  premium  is  $9.60  and  is  scheduled  to  rise  to  $11  on  July  1, 
1981.)  The  maximum  percentage  by  which  the  part  B  premium  is 
permitted  to  increase  each  July  is  the  percentage  by  which  the  monthly 
social  security  benefits  have  increased  over  the  year. 

The  medicare  part  B  premium  is  withheld  from  the  monthly  check 
of  a  social  security  beneficiary.  The  annual  cost-of-living  increase  in 
monthly  benefits  is  reflected  in  the  benefit  check  received  at  the  begin- 
ning of  July,  and  the  annual  medicare  part  B  premium  increase  is 
reflected  in  increased  withholding  from  the  same  benefit  check. 
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People  aged  65  and  over  who  are  not  entitled  to  monthly  social 
security  benefits  may  obtain  medicare  part  A  hospital  insurance  pro- 
tection by  enrolling  and  paying  premiums  based  on  the  actuarial  value 
of  part  A  protection.  To  obtain  part  A  protection,  such  persons  must 
also  be  enrolled  in  medicare  part  B. 

Present  law  requires  the  Secretary,  during  December  of  each  year, 
to  determine  and  announce  the  monthly  medicare  part  B  premium 
amount  that  will  be  in  effect  for  the  12-month  period  commencing 
July  1  of  the  succeeding  year.  (A  similar  announcement  regarding 
part  A  premiums  is  required  during  the  last  calendar  quarter  of  each 
year.)  In  the  past,  a  December  announcement  was  necessary  to  assure 
that  people  considering  whether  to  enroll  in  medicare  during  the 
annual  January  through  March  open  enrollment  period  would  be 
apprised  of  what  their  premium  amounts  would  be  the  following  J u'ly 
when  their  coverage  began.  However,  recent  legislation  (Public  Law 
96-499)  has  eliminated  the  annual  open  enrollment  period,  providing 
instead  for  continuous  open  enrollment. 

Explanation  op  Provision 

Under  the  bill,  medicare  part  B  premiums  (and  Federal  general 
revenue  contributions  toward  the  cost  of  part  B)  would  be  increased 
each  year  on  October  1,  rather  than  July  1.  A  corresponding  change 
would  be  made  with  respect  to  part  A  premiums  payable  by  eligible 
uninsured  persons  who  purchase  protection  under  medicare  part  A. 
These  changes  are  made  to  conform  with  a  change  the  bill  makes 
in  the  date  of  the  annual  cost-of-living  adjustment  in  monthly  social 
security  benefits  payable  under  title  II  of  the  Social  Security  Act,  in 
order  to  preserve  the  relationship  between  the  timing  of  the  annual 
increases  in  monthly  benefits  and  the  annual  increases  in  medicare 
part  B  premiums. 

Although  the  bill  provides  for  an  ad  hoc  increase  in  monthly  social 
security  benefits  to  be  reflected  in  the  benefit  check  received  in  July 
1982  and  for  a  subsequent  increase  reflected  in  the  October  1982  check, 
the  bill  does  not  provide  for  an  interim  increase  in  medicare  premiums. 
Instead,  the  medicare  premium  amounts  and  government  contribution 
level  applicable  for  the  12  months  beginning  July  1, 1981,  will  remain 
in  effect  through  September  1982,  and  the  permanent  change  to  an 
October  1  premium  increase  date  will  occur  on  October  1,  1982.  The 
October  1,  1982  premium  increase  will  reflect  the  full  amount  of  the 
increase  in  October  plus  the  ad  hoc  increase  in  July. 

The  bill  retains  the  requirement  that  the  part  B  premium  will  in- 
crease by  no  more  than  the  benefit  increase  percentage.  Under  the  bill, 
the  premium  increase  in  each  October  may  not  exceed  the  monthly 
cost-of-living  increase  percentage  that  will  be  effective  for  September 
of  that  year  and  will  be  reflected  in  the  October  check.  The  amount  of 
the  premium  that  will  be  payable  for  the  12-month  period  beginning 
October  1  of  each  year  will  be  announced  by  the  Secretary  before 
July  15  of  that  year.  This  announcement  schedule  will  permit  the 
Secretary  to  announce  medicare  premium  amounts  at  the  same  time 
as  the  annual  cost-of-living  increases  in  monthly  social  security  bene- 
fits are  announced. 
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3.  PART  C:  CHANGES  IN  REIMBURSEMENT 

a.  Offset  of  Interest  and  Other  Income  on  Funded  Depreciation 

(Section  421) 

Present  Law  and  Background 

Medicare  reimburses  providers  for  necessary  and  proper  interest  on 
current  and  capital  indebtedness.  In  general,  interest  and  other  invest- 
ment income  must  be  used  to  offset  allowable  interest  expense  for  which 
a  provider  may  be  reimbursed.  Current  regulation  exempts  income 
earned  on  funded  depreciation  accounts. 

Providers  may  set  aside  cash  or  other  liquid  assets  in  a  separate  fund, 
known  as  a  funded  depreciation  account,  which  may  be  used  for  the 
replacement  of  assets  or  for  other  capital  purposes.  The  provider 
usually  deposits  in  such  accounts  monies  equal  to  the  amount  of  annual 
depreciation  expense  charged  to  costs.  The  Secretary  through  regula- 
tion and  policy,  and  the  Provider  Reimbursement  Review  Board 
through  its  decisions  have  established  which  funds  are  considered 
funded  depreciation. 

The  exemption  of  interest  on  funded  depreciation  from  the  offset  of 
interest  income  was  originally  intended  as  an  incentive  for  hospitals 
to  set  aside  funds  for  the  replacement  of  assets.  It  was  believed  that 
this  would  reduce  the  need  for  hospitals  to  borrow  funds  for  which 
medicare  would  be  required  to  reimburse  interest  expense.  In  practice, 
however,  some  providers  have  used  such  funds  for  capital  expansion 
purposes  other  than  those  originally  intended.  Rather  than  using  the 
funds  for  replacement  of  worn  out  assets,  some  hospitals  have  used 
the  funds  as  sinking  funds  for  the  financing  of  hospital  bond  issues. 
Often,  where  sinking  or  reserve  funds  are  required  by  the  terms  of  a 
bond  indenture,  providers  have  used  funded  depreciation  accounts  for 
.such  purposes  rather  than  those  for  which  the  account  was  established, 
thereby  requiring  the  hospital  to  incur  additional  indebtedness  for  the 
replacement  of  assets. 

Explanation  or  Provision 

Under  the  bill,  interest  and  other  income  earned  on  funded  depreci- 
ation would  be  offset  against  allowable  interest  expense.  The  provision 
would  be  effective  with  respect  to  interest  and  other  income  earned  on 
or  after  October  1, 1981. 

b.  Elimination  of  Occupancy  Test  for  Hospital  Long-term  Care 

in  Nonpublic  Hospitals  (Section  422) 

Present  Law  and  Background 

Present  law,  as  amended  by  Public  Law  96-499.  provides  that,  where 
a  beneficiary  who  no  longer  requires  acute  hospital  services  must  re- 
main in  the  hospital  because  no  long-term  care  bed  is  available  in  the 
area,  the  hospital  will  be  reimbursed  at  a  dailv  rate  eoual  to  the  ad- 
justed average  medicaid  skilled  nursing  facility  (SNF)  rate  in  the 
State  for  persons  needing  SNF  services,  and  for  purposes  of  medicaid, 
at  the  intermediate  care  facility  (IOF)  rate  for  patients  needing  IOF 
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services.  The  reduced  level  of  reimbursement  does  not  apply  where  a 
hospital's  annual  occupancy  rate  is  equal  to  or  greater  than  80  percent. 

Explanation  of  Provision 

The  bill  generally  eliminates  the  special  treatment  of  hospitals 
meeting  the  occupancy  test  thus,  a  hospital's  occupancy  rate  would  no 
longer  be  a  factor  in  determining  whether  reimbursement  is  to  be 
made  at  the  reduced  rate. 

The  bill  makes  an  exception  with  respect  to  hospitals  (generally, 
public  hospitals) ,  that  derive  less  than  30  percent  of  their  total  income 
from  nongovernmental  sources ;  thus,  for  public  hospitals,  which  serve 
as  hospitals  of  last  resort  for  the  poor  and  many  of  which  are  finan- 
cially distressed,  the  80  percent  occupancy  test  would  be  retained.  In 
addition,  the  Committee  bill  specifies  that  the  reduction  in  reimburse- 
ment would  not  be  imposed  with  respect  to  any  hospital  if  the  Secre- 
tary determines  that  there  is  no  excess  of  hospital  beds  in  the  area  in 
which  the  hospital  is  located. 

Elimination  of  the  occupancy  test  reflects  the  Committee's  view  that, 
in  a  period  when  hospital  costs  are  continuing  to  rise  dramatically  and 
numerous  long-term  care  patients  inappropriately  remain  in  acute  care 
hospital  beds,  it  is  appropriate  to  provide  additional  incentives  for  the 
establishment  of  needed  long-term  care  beds,  and  especially  for  the 
conversion  of  acute  care  beds  to  long-term  care  beds.  Where  there  is  no 
excess  of  acute  care  beds  in  an  area,  however,  the  Committee  believes  it 
appropriate  not  to  impose  reduced  reimbursement  under  the  provision 
for  hospitals  in  that  area. 

The  Committee  recognizes  that  in  certain  instances  repeal  of  the 
80-percent  occupancy  rate  exemption  will  cause  undue  hardship.  In 
order  to  alleviate  such  hardship,  the  Committee  intends  that  the  Secre- 
tary shall  not  penalize  any  hospital  which  has  an  annual  occupancy 
rate  of  80  percent  or  above  and  which  can  demonstrate  to  his  satisfac- 
tion that  in  the  hospital's  own  service  area  there  does  not  exist  in  that 
prea  an  excess  of  acute  hospital  beds  which  could  accommodate  long- 
term  care  (and  SNF)  patients. 

The  section  is  effective  with  respect  to  services  provided  by  a  hos- 
pital beginning  with  the  month  after  the  date  of  enactment. 

c.  Incentive  Reimbursement  Rate  for  Renal  Dialysis  Services 

(Section  423) 

Present  Lawt  and  Background 

Amendments  to  the  Social  Securitv  Act  made  in  1978,  Public  Law 
95-292,  were  designed  to  accomplish  several  obiectives  including, 
among  others,  providing  incentives  for  the  use  of  lower  cost,  medi- 
cally appronriate  self  dialysis  (particularly  home  dialysis),  as  an 
alternative  to  higher  cost  institutional  dialvsis.  With  respect  to  the 
obiective  of  increasing  the  use  of  lower  cost  medically  appropriate 
home  dialvsis,  the  Committee  notes  that  since  enactment  of  the  amend- 
ments of  1978  there  has  bppn  a  modest  increase  in  the  number  of  end 
stage  renal  disease  (ESRD)  patients  self-dialyzing  at  home.  Con- 
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eidering  the  rapid  decline  in  home  dialysis  utilization  during  the 
initial  5  years  of  the  program,  this  recent  reversal  of  that  decline  is 
encouraging. 

However,  given  the  continuing  escalation  in  both  the  population  of 
ESRD  patients  and  program  costs  and  given  current  estimates  that 
a  substantially  greater  number  of  renal  patients  could  be  dialyzed  in 
the  home  setting,  the  Committee  believes  that  there  is  a  need  for  in- 
creased efforts  to  stimulate  greater  growth  in  the  percentage  of 
patients  dialyzing  in  the  home.  While  the  Committee  recognizes  that 
not  all  patients  are  medically  appropriate  candidates  for  home  dialy- 
sis and  some  local  variances  in  the  proportion  of  home  patients  is  un- 
derstandable, there  is  concern  that  in  most  localities  only  a  very  small 
percentage  of  ESRD  patients  are  dialyzing  at  home. 

Public  Law  95-292  authorized  the  use  of  an  incentive  reimburse- 
ment system  with  respect  to  payment  for  dialysis  services  provided 
to  patients  treated  in  facility  settings.  While  no  incentive  method  has 
yet  been  implemented,  the  Secretary  has  a  proposal  under  considera- 
tion which  would  establish  a  single  reimbursement  rate  for  renal 
dialysis  services  provided  in  hospitals  and  free-standing  facilities. 
This  single  facility  reimbursement  rate  would  be  computed  based  on 
the  cost  experience  of  the  more  efficient  facilities. 

The  Committee  is  concerned,  however,  that  the  provision  of  a  single 
rate  approach  for  facility  services  only  (that  is,  not  including  home 
dialysis  services)  may  have  a  negative  impact  on  the  Committee's 
stated  objective  of  encouraging  lower  cost  home  dialysis.  In  effect,  as 
the  facility  rate  becomes  more  restrictive,  the  Committee  is  concerned 
that  facilities  are  likely  to  limit  home  efforts  in  order  to  increase  their 
facility  patient  population,  retaining  in  the  facility  setting  those 
stabilized  patients  who  might  otherwise  be  referred  to  home  dialysis, 
in  order  to  make  up  in  volume  for  any  reductions  in  the  payment  rate. 

Explanation  of  Provision 

The  bill  requires  the  Secretary  of  Health  and  Human  Services  to 
prescribe  in  regulations  a  method  (or  methods)  for  determining  the 
amounts  of  payments  to  be  made  for  renal  dialysis  services,  incorpo- 
rating in  a  single  reimbursement  rate  structure,  reimbursement  for  di- 
alysis treatments  in  a  facility  and  dialysis  treatments  in  the  home  set- 
ting. The  method  promulgated  by  the  Secretary  would  provide  for  a 
prospectively  set  rate  (or  rates)  for  each  mode  of  care,  and  would  be 
established  on  the  basis  of  a  single  composite  weighted  formula  taking 
into  account  the  proportions  of  an  institution's  patients  dialyzing  in 
the  facility  and  those  dialyzing  at  home.  If  the  Secretary,  after  de- 
tailed analysis,  determines  that  an  alternative  rate  setting  method 
would  provide  greater  incentives  for  increased  use  of  lower  cost  home 
dialysis  than  would  a  single  composite  rate,  such  an  alternative  rate 
setting  method  may  be  promulgated.  The  Committee  intends  that  the 
new  method  of  payment  for  dialysis  services  may  be  used  in  lieu  of 
present  law  provisions  concerning  target  reimbursement  for  home 
dialysis  services. 

Because  of  its  concern  over  the  potential  impact  of  the  single  facility 
rate,  the  Committee's  bill  would  require  the  Secretary  to  examine  an 
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alternative  method  which  would  incorporate  reimbursement  for  facil- 
ity dialysis  and  home  dialysis  in  one  rate ;  that  is,  a  single  composite 
rate.  The  Committee  expects  the  Secretary  to  consider  the  composite 
rate  before  any  final  regulations  implementing  any  other  changes  in  the 
renal  dialysis  reimbursement  rate  are  promulgated.  A  composite  rate 
could  be  developed  by  using  the  average  costs  of  outpatient  facility 
dialysis  (based  on  the  experience  of  more  cost  efficient  facilities)  and 
the  average  costs  of  home  dialysis  and  applying  different  weights  for 
each  mode  of  care.  Since  the  Secretary  has  been  reimbursing  under 
the  medicare  program  for  home  dialysis  services  since  1973.  adequate 
cost  data  should  be  available  on  which  to  establish  costs  for  the  home 
dialysis  component  of  the  composite  rate.  The  weight  factors  applied 
could  be  related  to  the  national  proportion  of  patients  treated  in  the 
facility  and  home  settings  as  of  the  end  of  the  most  recent  reporting 
year  prior  to  implementation  of  a  composite  rate  system.  If,  for  ex- 
ample, the  national  patient  distribution  at  the  time  of  implementation 
was  85  percent  in  facility  settings  and  15  percent  in  the  home  setting, 
the  outpatient  facility  component  and  home  dialysis  component  could 
be  given  weights  of  85  and  15  percent  respectively.  Thus,  for  illustra- 
tive purposes  only,  if  it  is  assumed  that  the  average  cost  for  outpatient 
facility  dialysis  is  $130  and  home  costs  are  $90,  the  basic  formula  for 
determining  the  applicable  composite  rate  could  be  as  follows: 

$130X.85  =  $110.  50 
+  $90X.15  =  13.50 


Composite  rate  =  $124.  00 


Under  this  approach,  facilities  will  have  not  only  an  incentive  to 
maximize  the  cost  efficiency  of  their  facility  dialysis  services  but  also 
to  refer  patients  who  are  appropriate  candidates  for  home  dialysis  to 
self  care  training  and  subsequent  treatment  in  the  home  setting. 

To  preclude  unreasonable  profits  for  facilities  with  home  popula- 
tions substantially  in  excess  of  the  national  average,  while  at  the  same 
time  rewarding  them  for  their  performance  in  supporting  less  costly 
care,  the  basic  formula  could  be  modified.  For  example,  the  formula 
could  be  modified  to  use  95  percent  of  such  facility's  most  recent  home 
patient  population  percentage,  in  lieu  of  the  national  home  patient 
average,  in  determining  the  home  dialysis  weighting  factor.  If,  for 
example,  a  facility  has  30  percent  of  its  patient  population  on  home 
dialysis,  the  modified  formula  for  determining  the  composite  rate 
could  be  as  follows : 

95%  of  30%  =  .  285 
$130  X.  715=  $92.95 
+  $90X.285=  25.65 


Modified  Composite  Rate  =  $118.  60 


In  this  manner,  potential  profits  for  facilities  performing  above  the 
national  average  with  respect  to  placement  in  less  costly  home  dialysis 
would  be  kept  reasonable,  but  there  would  be  a  continuing  incentive 
to  refer  suitable  patients  to  home  care. 
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Under  a  composite  rate  approach,  facilities  treating  a  maintenance 
dialysis  population  would  be  provided  an  incentive  to  offer  home 
dialysis  services.  The  composite  rate  should  be  adjusted  periodically  to 
account  for  changes  in  the  average  costs  and  changes  in  the  relative 
weights  attributable  to  each  mode  of  care  as  the  proportion  of  home 
dialysis  patients  rises.  The  composite  rate  would  be  payable  to  all 
facilities  for  all  patients  whether  dial y zing  in  the  facility  or  at  home. 
However,  it  is  the  Committee's  intent  that  an  exception  procedure 
would  be  applicable  to  accommodate  the  added  costs  of  facilities,  usu- 
ally hospitals,  whose  dialysis  services  are  largely  geared  to  less  sta- 
bilized, more  costly  patients,  such  as  pediatric  patients,  pre-  and  post- 
transplant  patients  and  those  with  other  complicating  conditions. 

In  determining  the  average  costs  for  the  home  component  of  the 
composite  rate,  the  Committee  expects  that  the  Secretary  would  take 
into  consideration  the  average  equipment  and  medical  supply  costs 
of  home  care  and  the  average  costs  of  providing  appropriate  support 
services  to  home  patients.  Support  services  include,  but  are  not  limited 
to,  services  by  medical  and  nonmedical  personnel  who  must  be  available 
to  assist  home  patients  with  medical  and  social  services  and  to  provide 
technical  support  such  as  equipment  maintenance  and  repair.  Addi- 
tionally, the  Committee  expects  that,  under  a  composite  rate  approach, 
all  facilities  would  be  required  to  assume  responsibility  for  arranging 
for  all  necessary  equipment  and  supplies,  reimbursing  suppliers  pro- 
viding these  services  arid  billing  other  supplemental  third  party 
insurers.  These  responsibilities  will  understandably  generate  added 
administrative  costs  for  facilities,  especially  with  respect  to  handling 
the  collection  of  coinsurance  from  supplemental  insurers,  a  function 
that,  under  current  reimbursement  practices,  is  often  handled  by  indi- 
vidual suppliers  of  equipment  and  supplies.  However,  it  is  anticipated 
that,  if  a  composite  single  rate  reimbursement  methodology  were  im- 
plemented, billing  and  collection  of  copay  amounts  from  supplemental 
insurers  would  be  simplified. 

The  Committee  recognizes  that  some  patients  who  are  appropriate 
candidates  for  self-dialysis  in  the  home  may  be  precluded  from  treat- 
ment in  that  setting  because  of  the  absence  of  a  family  member  or  other 
individual  to  assist  them  with  dialysis.  This  is  particularly  true  with 
hemodialysis  treatment  as  opposed  to  other  treatment  technioues,  such 
as  continuous  ambulatory  peritoneal  dialysis  (CAPD).  While  provi- 
sion for  the  costs  of  providing  for  paid  assistants  for  home  patients 
would  permit  these  patients  to  dialyze  in  the  home  setting,  the  in- 
creased labor  costs  that  would  result  would  virtually  eliminate  the 
relative  cost  effectiveness  of  home  treatment.  Although  facilities  would 
not  be  precluded  from  providing  paid  assistants  to  patients  who  re- 
quire such  services,  under  the  composite  single  rate  aporoach,  a 
separate  allowance  for  such  costs  in  the  home  component  of  the  com-, 
posite  rate  would  not  be  authorized. 

The  Committee  believes  the  composite  rate  approach  is  one  that  may 
most  effectively  accomplish  these  objectiA^es  by  encouraging  all  facil- 
ities to  pursue  the  goal  of  increasing  self  care,  particularly  home  dial- 
ysis. The  determination  as  to  where  patients  are  treated,  that  is,  facil- 
ity, facilitv  self -care,  or  home,  and  the  type  of  treatment  provided,  such 
as  hemodialysis,  standard  peritoneal  or  continuous  ambulatory  peri- 
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toneal  4ialysis  remains  the  prerogative  of  the  attending*  physician.  No 
specific  home  dialysis  goals  are  mandated  but  the  reimbursement  in- 
centive should  encourage  the  selection  of  the  least  costly  medically 
appropriate  form  of  treatment  for  each  patient. 

Tn  addition,  in  a  further  effort  to  eliminate  any  remaining  disincen- 
tives for  home  dialysis,  the  Secretary  would  be  expected  to  consider 
some  liberalization  of  reimbursement  for  home  training  expenses  in- 
curred by  the  patient  and  family  member  who  will  assist  him  or  her 
with  home  dialysis. 

This  provision  would  apply  to  services  furnished  on  or  after  Octo- 
ber 1, 1981. 

d.  Limits  on  Reimbursement  to  Home  Health  Agencies 
(Section  424) 

Present  Law  and  Background 

Present  law  authorizes  the  Secretary  of  HHS,  in  determining  the 
reasonable  costs  of  services  furnished  to  medicare  patients,  to  exclude 
costs  estimated  to  be  unnecessary  in  the  efficient  delivery  of  needed 
health  services.  In  implementing  this  authority  with  respect  to  home 
health  services,  the  Secretary  has  established  a  schedule  of  reim- 
bursement limits  for  home  health  agencies  which  is  updated  periodi- 
cally. The  limits  are  expressed  in  terms  of  costs  per  visit,  and  although 
they  are  established  by  type  of  service  (e.g.,  skilled  nursing,  home 
health  aide) ,  they  are  applied  to  each  home  health  agency  as  a  single 
aggregate  limit,  based  on  the  agency's  number  of  visits  for  each  type 
of  service.  Currently,  the  limits  under  this  methodology  are  set  at 
the  80th  percentile. 

Explanation  of  Provision 

The  bill  would  reduce  from  the  80th  to  the  75th  percentile  the  medi- 
care reimbursement  limits  currently  applied  to  home  health  agency 
costs,  thus  establishing  a  more  stringent  criterion  for  determining 
whether  costs  are  excessive.  In  view  of  the  need  for  cost  constraint,  the 
Committee  believes  these  tighter  limits  are  an  appropriate  means  of 
encouraging  efficient  operation  of  home  health  agencies. 

The  Committee  does  not  intend  to  preclude  the  Secretary  from 
modifying  in  the  future  the  methodology  for  establishing  home  health 
reimbursement  limits  and  recognizes  that,  under  a  modified  approach, 
it  may  no  longer  be  appropriate  to  set  the  limits  at  the  75th  percentile. 
For  example,  a  limit  determined  in  relation  to  the  mean  of  per  visit 
costs  may  in  the  future  be  found  to  be  appropriate.  Accordingly,  the 
bill  specifies  that  the  limit  is  to  be  either  at  the  75th  percentile  or  such 
lower  percentile  or  such  comparable  or  lower  limit  as  the  Secretary 
may  determine.  Whatever  methodology  is  used,  however,  the  inten- 
tion is  that  the  limits  be  set  at  a  level  no  less  stringent  than  what  is 
represented  by  the  75th  percentile  under  the  current  methodology. 

Under  a  classification  system  used  for  determining  and  applying 
the  current  home  health  reimbursement  limits,  there  are  separate 
limits  for  provider-based  (primarily  hospital-based)  home  health 
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agencies  and  for  freestanding  home  health  agencies.  The  limits  for 
hospital-based  agencies  are  significantly  higher  than  those  for  free- 
standing agencies.  Freestanding  agencies  have  questioned  the  fair- 
ness of  the  separate  category  for  hospital-based  agencies,  claiming 
that  the  separate  limits  discriminate  against  them  and  put  them  at 
a  competitive  disadvantage.  Some  have  also  suggested  that  subjecting 
provider-based  home  health  agencies  to  the  lower  limits  applicable 
to  freestanding  agencies  would  offer  an  opportunity  for  reduction 
in  medicare  program  costs. 

On  the  other  hand,  the  justification  given  for  the  current  use  of 
separate,  limits  is  that  they  are  necessary  to  avoid  unjust  reimburse- 
ment penalties  resulting  from  medicare's  hospital  cost  allocation  re- 
quirements. These  requirements  force  hospital -based  home  health  agen- 
cies to  include  in  their  cost  reports  a  share  of  the  costs  from  the  hos- 
pital's overhead  accounts  that  is  not  directly  commensurate  with  the 
costs  incurred  by  freestanding  agencies. 

The  Committee  is  concerned  about  the  apparent  anomaly  of  separate 
limits  for  hospital-based  and  freestanding  home  health  agencies,  de- 
spite the  fact  that  both  render  similar  services.  Accordingly,  the  Com- 
mittee expects  the  Secretary  to  make  a  comprehensive  reassessment 
of  the  continued  need  for  separate  limits,  of  the  prospects  for  revising 
medicare  hospital  cost -allocation  procedures,  and  of  other  possible 
changes  in  response  to  concerns  arising  from  the  existence  of  separate 
limits.  The  Committee  requests  that  the  Secretary  report  to  the  Con- 
gress no  later  than  January  1.  1982.  on  the  findings  of  this  study,  and 
include  in  the  report  any  planned  or  proposed  changes  relating  to  the 
issue  of  separate  limits  and  the  timetable  for  their  implementation. 

The  provision  of  the  bill  is  effective  with  respect  to  cost  reporting 
periods  of  home  health  agencies  ending  after  September  30,  1981,  but 
the  lower  limits  would  be  applied  in  proportion  to  that  part  of  the 
agency's  cost  accounting  period  occurring  after  that  date. 

e.  Limits  on  Reimbursement  to  Hospitals  (Section  425) 

Present  Law  and  Background 

Present  law  authorizes  the  Secretary  of  HHS.  in  determining  the 
reasonable  costs  of  services  furnished  to  medicare  patients,  to  exclude 
costs  estimated  to  be  unnecessary  in  the  efficient  delivery  of  needed 
health  services.  In  implementing  this  authority  with  respect  to  in- 
patient hospital  services,  the  Secretary  has  established  a  schedule  of 
reimbursement  limits  on  hospital  inpatient  general  routine  operating 
costs  which  is  updated  periodically. 

The  limits  under  the  methodolofrv  currently  in  use  are  on  a  per  diem 
basis  and  are  set  at  112  percent  of  the  mean  labor-related,  and  of  the 
mean  non-labor-related  costs  of  each  comparison  group  of  hospitals. 

Explanation  of  Provision 

The  bill  would  reduce  from  112  to  108  percent  of  the  mean  the  medi- 
care reimbursement  limits  currently  applied  to  hospital  inpatient  gen- 
eral routine  operating  costs,  thus  establishing  a  more  stringent  cri- 
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terion  for  determining  whether  costs  are  excessive.  In  view  of  the  need 
for  cost  constraint  the  Committee  believes  these  tighter  limits  are  an 
appropriate  means  of  encouraging  efficient  operation  of  hospitals. 

Tn  recent  years,  a  series  of  modifications  in  the  methodology  for  de- 
termining hospital  reimbursement  limits  has  been  implemented,  to 
make  more  accurate  and  equitable  the  system  for  estimating  costs  in 
excess  of  those  necessary  in  the  efficient  delivery  of  needed  health  serv- 
ices. The  Committee  does  not  intend  to  preclude  the  Secretary  from 
further  refining  the  methodology  in  the  future,  or  from  expanding  it, 
for  example,  to  encompass  ancillary  costs  of  hospitals.  The  Committee 
recognizes  that  under  such  a  modified  approach  it  may  no  longer  be 
appropriate  to  set  the  limits  at  108  percent  of  the  mean.  Accordingly, 
the  bill  specifies  that  the  limit  is  to  be  either  at  108  percent  of  the  mean 
or  such  lower  percentage  or  such  comparable  or  lower  limit  as  the 
Secretary  may  determine.  Whatever  methodology  is  used,  however,  the 
intention  is  that  the  limits  be  set  at  a  level  no  less  stringent  than  what 
is  represented  by  108  percent  of  the  mean  under  the  current  method- 
ology. 

The  section  is  effective  with  respect  to  cost  reporting  periods  of 
hosnitals  ending  after  September  30,  1981.  but  the  lower  limits  would 
be  imposed  only  in  proportion  to  that  part  of  the  hospital's  cost  re- 
porting period  occurring  after  that  date. 

4.  PART  D :  MISCELLANEOUS  CHANGES 
a.  Civil  Money  Penalties  (Section  431) 

Present  Law  and  Background 

Under  present  law,  the  Secretary  of  Health  and  Human  Services 
has  no  independent  authority  to  impose  monetary  penalties  for  fraud- 
ulent claims  under  the  medicare  or  medicaid  programs.  Currently,  the 
Secretary's  authority  is  limited  to  barring  practitioners  or  providers 
from  participation  or  referring  cases  of  criminal  fraud  to  the  Depart- 
ment of  Justice  for  prosecution.  The  Secretary  is  authorized  to  bar 
from  participation  practitioners  or  providers  who  submit  false  or  ex- 
cessive claims  (sections  1862  and  1866  of  the  Social  Security  Act)  and 
is  required  to  bar  from  participation  those  individuals  who  have  been 
convicted  of  a  criminal  offense  with  respect  to  medicare  or  medicaid 
(section  1128). 

Under  both  medicare  and  medicaid,  acts  of  knowing  and  willful 
fraud  as  well  as  bribes  and  kickbacks  are  felonies  punishable  by  a 
maximum  fine  of  $25,000  or  5-years  imprisonment  (sections  1877  and 
1909).  However,  such  cases  must  be  forwarded  by  HHS  to  the  De- 
partment of  Justice.  Due  to  a  large  volume  of  cases,  the  U.S.  Attorneys' 
offices  are  able  to  prosecute  only  those  cases  which  involve  a  significant 
amount  of  money  or  which  warrant  imprisonment.  As  a  result,  such 
criminal  penalties  have  proved  an  ineffective  deterrent  to  fraudulent 
practices  under  medicare  and  medicaid.  The  Secretary  is  currently 
authorized  to  impose  a  civil  money  penalty  only  in  cases  where  such  a 
penaltv  has  been  recommended  by  a  Professional  Standards  Review 
Organization. 
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Explanation  of  Provision 

The  bill  authorizes  the  Secretary  of  Health  and  Human  Services 
to  impose  a  civil  money  penalty  of  not  more  than  $2,000  for  each  item 
or  service  under  a  fraudulent  claim  for  reimbursement  under  the  medi- 
care or  medicaid  programs.  In  addition  to  the  penalty,  the  Secretary 
would  also  be  authorized  to  impose  an  assessment  of  not  more  than 
twice  the  amount  claimed  for  each  item  or  service  and  to  bar  from 
participation  in  medicare,  and  the  Federal  portion  of  medicaid,  any 
person  determined  to  have  filed  a  fraudulent  claim. 

The  Secretary  could  impose  a  penaltv  in  cases  where  the  Secretary 
determines  that  the  person  knew  or  had  reason  to  know  that  the  item 
or  service  was  not  provided  as  claimed;  where  such  person  had  been 
barred  from  participation  under  another  provision  of  the  Social  Secu- 
rity Act :  or  where  the  claim  was  submitted  in  violation  of  an  agree- 
ment between  the  person  and  the  Federal  or  State  government. 

Proceedings  to  impose  a  civil  monev  penalty  would  be  initiated  only 
as  authorized  by  the  Department  of  justice  pursuant  to  procedures 
agreed  upon  by  both  the  Departments  of  Justice  and  HHS.  Before 
the  Secretary  could  impose  a  penalty  or  bar  a  person  from  participa- 
tion, the  Secretary  would  be  required  to  give  written  notice  and  an 
opportunity  for  a  determination  on  the  record  after  a  hearing  at 
which  the  person  would  be  entitled  to  be  represented  by  counsel,  to 
present  witnesses  and  to  cross-examine  the  witnesses  against  him. 
Tn  a  case  in  which  the  Secretary  intended  to  take  action  to  bar  a  per- 
son from  participation,  the  Secretary  would  be  required  to  provide 
notice  of  such  action  to  the  appropriate  State  medicaid  agency. 

In  determining  the  amount  of  the  penalty  assessed,  the  Secretary 
would  be  required  to  take  into  account  the  nature  of  the  claims  and 
the  circumstances  under  which  thev  were  presented  as  well  as  the 
rWree  of  culpability,  history  of  prior  offenses,  and  financial  condition 
of  the  person  presenting  the  claim. 

Any  person  against  whom  a  penaltv  was  assessed  or  who  was  barred 
from  participation  under  this  provision  would  be  entitled  to  Federal 
judicial  review  of  a  final  determination  of  the  Secretary  by  requesting 
such  a  review  within  60  davs  after  he  was  notified  of  the  Secretary's 
order.  In  the  proceeding  before  the  court,  the  finding  of  the  Secretary 
with  respect  to  questions  of  fact,  if  supported  by  substantial  evidence 
on  the  record,  would  be  conclusive. 

In  any  case  in  which  the  penalties  and  assessments  imposed  by  the 
Secretary  with  respect  to  services  rendered  during  a  2-year  period 
exceeded  $15,000  or  where  the  person  was  barred  from  participation 
for  a  period  exceeding  5  years,  the  person  would  be  entitled  to  a  trial 
de  novo  in  Federal  court.  Xo  penaltv  or  assessment  would  be  collected, 
nor  payment  prohibited,  until  all  rights  to  administrative  and  judicial 
review  hnd  been  exhausted.  Upon  such  final  determination,  the  Secre- 
tary would  be  reauired  to  provide  notice  to  the  public  with  respect  to 
any  person  barred  from  participation  in  the  medicare  or  medicaid 
programs. 

Amounts  recovered  as  a  result  of  a  medicaid  claim  would  be  returned 
to  the  State  in  proportion  to  its  medicaid  matching  -hare:  amounts 
representing  a  medicare  claim  would  be  returned  to  the  medicare  trust 
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funds,  and  the  remainder  would  be  deposited  in  the  general  fund  of  the 
U.S.  Treasury. 

The  civil  money  penalty  provided  for  in  this  bill  is  intended  to 
provide  an  alternative  to  criminal  proceedings  so  as  to  increase  the 
effectiveness  of  enforcement  in  the  medicare  and  medicaid  programs. 
There  are  presently  numerous  cases  identified  by  the  Inspector  General 
of  HHS  which  are  clear  cases  of  fraud  but  which  are  not  prosecuted  by 
the  Justice  Department  because  they  are  excessively  time  consuming 
or  do  not  warrant  imprisonment.  It  is  hoped  that  this  mechanism  will 
provide  the  Secretary  with  additional  flexibility  in  pursuing  cases  of 
fraud  under  the  programs. 

While  the  Committee  believes  that  civil  money  penalty  proceedings 
are  necessary  for  the  effective  prevention  of  abuses  in  the  medicare  and 
medicaid  programs,  the  Committee  is  concerned  that  such  proceedings 
not  be  initiated  lightly.  It  is  anticipated  that  the  Secretary  will  admin- 
ister the  civil  penalty  judiciously,  using  it  only  where  the  severity  of 
the  violation  so  warrants.  Further,  the  Committee  expects  that  cases 
initiated  under  this  provision  will  be  subject  to  full  investigation  and 
substantiation  and  that  alleged  violators  will  receive  procedural  rights 
consistent  with  administrative  due  process. 

The  provision  would  become  effective  upon  enactment. 

b,  Utilization  Guidelines  for  Provision  of  Home  Health 
Services  (Section  432) 

Present  Law  and  Background 

As  a  condition  of  payment  for  home  health  services,  present  law 
requires  a  physician  to  certify  that  the  services  are  required  because 
the  patient  is  homebound  and  needs  intermittent  skilled  nursing  care 
or  physical  therapy,  speech  therapy  or.  as  of  July  1, 1981.  occupational 
therapy,  and  that  the  physician  establish  and  periodically  review  a 
plan  of  care.  Medicare  law  excludes  from  coverage  services  that  are 
not  reasonable  and  necessary  for  the  diagnosis  or  treatment  of  an 
illness  or  injury  or  to  improve  the  functioning  of  a  malformed  body 
member. 

Despite  these  provisions,  relatively  little  has  been  accomplished  by 
way  of  review  of  home  health  services  in  the  light  of  specific  coverage 
criteria.  The  Committee  is  concerned  that  over  the  last  several  years 
utilization  of  home  health  benefits  has  increased  dramatically  com- 
pared to  all  other  medicare  benefits.  Of  particular  concern  is  the  rapid 
increase  in  the  utilization  of  home  health  aide  services.  Although  a 
range  of  services  is  covered  under  the  medicare  home  health  benefit, 
home  health  aide  visits  account  for  a  large  proportion  of  all  covered 
visits. 

Explanation  of  Provision 

The  bill  requires  that  the  Secretary  of  Health  and  Human  Services 
establish  utilization  guidelines  and  issue  instructions  to  medicare 
intermediaries  for  a  program  of  post-payment  coverage  review  of 
submitted  claims,  on  a  sample  basis,  to  monitor  compliance  with  the 
medical  necessity  and  other  requirements  of  present  law  for  medicare 
coverage  of  home  health  services. 
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It  is  the  Committee's  intent  that  the  Secretary  initiate  a  program 
of  post-payment  review  of  home  health  services  and  issue  instructions 
to  intermediates  to  carry  out  this  review.  In  addition,  the  Committee 
expects  the  Secretary  of  HHS,  to  the  extent  feasible,  to  review  cov- 
erage instructions  to  intermediaries  for  clarity  and  to  work  to  assure 
consistency  of  interpretation  among  intermediaries. 

This  section  requires  the  Secretary  of  HHS  to  establish  and  pro- 
vide for  the  implementation  of  utilization  guidelines  not  later  than 
October  1,  1981. 

c.  Repeal  of  Statutory  Time  Limitation  on  Agreements  With 
Skilled  Nursing  Facilities  (Section  433) 

Present  Law  and  Background 

In  order  to  renew  an  agreement  with  medicare,  a  skilled  nursing 
facility  must  undergo  a  survey  to  confirm  its  compliance  with  appli- 
cable health  and  safety  requirements.  In  the  Committee's  judgment,  it 
is  no  longer  necessary  for  every  participating  skilled  nursing  facility 
to  be  subjected  to  the  annual  survey  and  certification  process  since 
program  experience  indicates  that  many  facilities  have  been  con- 
sistently in  compliance  with  the  medicare  conditions  of  participation. 

Explanation  of  Provision 

The  bill  repeals  the  provision  in  present  law  that  requires  skilled 
nursing  facility  provider  agreements  with  medicare  to  be  renewed  on 
an  annual  basis.  By  enabling  the  Secretary  to  be  flexible  in  scheduling 
surveys  of  participating  skilled  nursing  facilities,  as  is  currently  the 
case  with  hospitals,  the  Committee  believes  that  the  ability  of  the  State 
agencies  (which  conduct  medicare  surveys)  to  concentrate  their  re- 
sources on  surveys  of  those  facilities  that  merit  closer  scrutiny  will  be 
greatly  enhanced. 

Under  the  Committee's  bill,  it  is  expected  that  the  practice  of  an- 
nually surveying  those  facilities  that  have  a  record  of  significant  de- 
ficiencies would  be  continued ;  however,  the  bill  would  permit  surveys 
at  less  frequent  intervals  for  a  facility  with  a  record  of  consistent 
compliance  with  the  standards.  It  is  the  Committee's  intent  that  such 
intervals  would  be  consistent  with  the  practice  generally  followed  by 
the  Secretary  in  surveying  hospitals,  and  that  only  in  exceptional  cases 
would  a  skilled  nursing  facility  be  surveyed  less  frequently  than  at  24- 
month  intervals. 

This  section  is  effective  on  enactment. 

d.  Technical  Corrections  for  Errors  Made  by  the  Medicare  and 
Medicaid  Amendments  of  1980  (Section  434) 

Present  Law  and  Background 

Several  technical  drafting  errors  were  included  in  present  lnw  by 
the  Medicare  and  Medicaid  Amendments  of  1980  (Title  IX  of  Public 
Law  96-499,  the  Omnibus  Budget  Eeconciliation  Act  of  1980).  The 
most  significant  of  these  errors  is  the  deletion  from  prior  law  of  a  pro- 
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vision  limiting  medicare  part  B  reimbursement  to  the  lower  of  the 
provider's  customary  charge  or  the  reasonable  cost  of  the  covered 
service. 

Explanation  of  Provision 

The  bill  restores  the  provision  that  was  erroneously  deleted,  and 
makes  several  other  minor  technical  and  clerical  corrections. 

The  technical  corrections  generally  are  effective  retroactively  to 
correspond  with  the  effective  dates  of  the  Public  Law  96-499  provi- 
sions that  they  correct. 

e.  Repeal  of  Periodic  Interim  Payment  Change  (Section  435) 

Present  Law  and  Background 

Under  current  reimbursement  arrangements,  hospitals  may  receive 
payments  for  services  provided  to  medicare  beneficiaries  under  two 
different  procedures.  The  standard  procedure  is  for  hospitals  to  sub- 
mit bills  and  receive  payments  on  the  basis  of  those  bills.  The  average 
time  lag  between  the  date  of  service  and  the  date  of  payment  under 
the  standard  procedure  is  approximately  six  weeks,  of  which  the 
medicare  processing  time  is  approximately  ten  to  fourteen  days.  The 
alternative  procedure  permits  hospitals  to  receive  periodic  interim 
payments  (PIP),  which  are  not  directly  tied  to  the  receipt  of  bills.  On 
the  average,  this  procedure  produces  only  a  three-week  lag  between 
the  rendition  of  service  and  receipt  of  payment. 

Public  Law  96-499  imposed  a  one-time  delay  in  the  flow  of  PIP 
pavments  to  hospitals  and  directed  the  Secretary  of  HHS  to  develop 
and  applv  procedures  under  which,  with  respect  to  the  last  21  days  for 
which  PIP  payments  would  otherwise  be  made  during  fiscal  vear  1981, 
such  payments  would  have  been  deferred  until  fiscal  year  1982. 

Explanation  of  Provision 

The  bill  would  repeal  the  periodic  interim  pavment  change  made  in 
Public  Law  96-499,  thus  avoiding  a  temporary  postponement  of 
medicare  payments  to  hospitals  that  would  otherwise  occur  at  the  end 
of  fiscal  year  1981.  The  provision  is  effective  upon  enactment. 

f.  Statutory  Deadlines  for  Implementing  AFDC  Home  Health 

Aide  Demonstration  Projects  (Section  436) 

Present  Law  and  Background 

Public  Law  96-499  required  the  Secretary  of  HHS  to  enter  into 
agreements  with  up  to  12  States,  selected  at  'his  discretion,  for  the 
purpose  of  conducting  demonstration  projects  for  the  training  and 
employment  of  AFDC  recipients  as  homemakers  and  home  health 
aides.  Such  aides  would  provide  authorized  services  to  elderly  or 
disabled  individuals  who  otherwise  mieht  be  expected  to  require 
institutional  care.  Ninety  percent  Federal  matching  is  provided  under 
the  States'  medicaid  programs  for  the  reasonable  costs  (less  any 
related  fees  collected)  of  conducting  the  projects.  The  provision  was 
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effective  upon  enactment,  but  no  specific  implementation  dates  were 
included  in  the  law.  The  Committee  is  concerned  about  delays  by 
the  Department  of  HHS  in  getting  these  demonstration  projects 
underway. 

Explanation  of  Provision 

The  bill  requires  the  Secretary  of  HHS  to  establish,  by  October  1, 
1981,  such  guidelines  and  regulations  as  are  necessary  to  assure  that 
agreements  with  States  authorized  by  present  law  are  entered  into 
not  later  than  January  1,  1982,  for  the  training  of  AFDC  recipients 
as  homemakers  and  home  health  aides,  and  requires  a  report  to  Con- 
gress, during  January  1982,  on  current  and  anticipated  progress,  in- 
cluding a  description  of  the  agreements  entered  into  by  that  time  and 
a  timetable  for  the  conclusion  of  any  other  agreements  that  the  Secre- 
tary anticipates. 

5.  PART  E:  AMENDMENTS  RELATING  TO  PROFESSIONAL  STANDARD 
REVIEW  ORGANIZATIONS  (PSRO'S)  AND  UTILIZATION  REVIEW 

a.  Reduction  and  Repeal  of  Professional  Standards  Review 
Organizations  (PSRO's)  (Sections  441-444  and  447-449) 

Present  Law  and  Background 

Under  present  law,  PSRO's  are  charged  with  the  comprehensive 
and  ongoing  review  of  the  services  provided  under  medicare,  medic- 
aid and  the  maternal  and  child  health  programs.  PSRO's  determine, 
for  purposes  of  reimbursement  under  these  programs,  whether  serv- 
ices are  :  (1)  medically  necessary,  (2)  provided  in  accordance  with 
professional  standards,  and  (3)  in  the  case  of  institutional  services, 
rendered  in  the  appropriate  setting. 

PSRO's  are  formed  by  organizations  representing  substantial 
numbers  of  practicing  physicians  in  194  geographic  areas  nation- 
wide. There  are  currently  47  fully  designated  and  140  conditionally 
desiccated  PSRO's  in  operation. 

The  major  focus  of  the  PSRO  program  has  been  on  review  of  in- 
patient hospital  services.  While  PSRO's  are  also  charged  with  review 
responsibilities  in  other  health  care  settings,  budget  restrictions  have 
limited  review  outside  the  hospital  setting. 

Explanation  or  Provision 

Under  the  bill,  the  Secretary  of  Health  and  Human  Services  would 
be  required  to  develop  and  apply  specific  criteria  for  the  evaluation 
of  the  performance  of  PSRO's.  On  the  basis  of  such  evaluations,  the 
Secretary  would  be  permitted  to  terminate  no  more  than  one-half 
of  all  PSRO's  prior  to  October  1,  1982.  States  would  have  the  option 
of  contracting  with  PSRO's  for  medicaid  review  at  a  75-percent  Fed- 
eral matching  rate.  The  PSRO  program  would  be  repealed,  effective 
with  the  end  of  fiscal  year  1983. 

Under  Sections  441-444  of  the  bill,  the  Secretary  of  HHS  would 
be  required,  bv  September  30,  1981,  to  establish  specific  criteria  for 
evaluation  of  the  performance  of  PSRO's.  Those  criteria  would  take 
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into  account  the  PSRO's  effectiveness  in  monitoring  the  quality  of 
care,  managing  its  activities  efficiently,  reducing  unnecessary  utili- 
zation and  such  other  criteria  as  the  Secretary  may  determine  appro- 
priate. Based  on  the  criteria  so  established,  the  Secretary  would  be 
required  to  assess  the  performance  of  PSRO's  and  determine  their 
relative  effectiveness. 

The  Secretary  would  then  be  authorized  to  terminate  the  least  ef- 
fective PSRO's,  but  in  no  case  would  the  Secretary  be  permitted  to 
take  action  which  would  result  in  the  termination  or  nonrenewal  of 
more  than  one-half  of  all  PSRO's  prior  to  October  1,  1982. 

Since  its  inception  in  1972,  the  PSRO  program  has  been  the  center 
of  considerable  controversy  regarding  its  effectiveness  in  meeting  the 
goals  of  assuring  the  quality  and  efficiency  of  health  care.  While  the 
Congressional  Budget  Office  has  concluded  that,  on  the  whole,  the 
program  has  been  only  moderately  effective  in  reducing  medicare  costs 
the  Committee  heard  considerable  testimony  indicating  that  certain 
PSRO's  had  been  very  effective  in  controlling  health  care  cost  and 
improving  the  quality  of  patient  care. 

Under  the  provisions  of  the  bill,  the  Secretary  would  be  required 
to  establish  criteria  for  evaluating  the  relative  effectiveness  of 
PSRO's.  It  is  the  intent  of  the  Committee  that  such  criteria  would 
be  established  in  consultation  with  individuals  and  organizations  with 
experience  in  conducting  peer  review.  The  criteria  would  then  be 
applied  in  such  a  way  as  to  terminate  those  PSRO's  which  have  been 
the  least  effective  in  controlling  costs  or  reviewing  the  quality  of  care. 

A  number  of  PSRO's  have  established  effective  mechanisms  for 
the  collection  and  utilization  of  data  on  hospitals  within  the  PSRO 
area.  This  information  has  proved  useful  in  assisting  PSRO's,  hos- 
pitals, and  the  medical  community  to  determine  patterns  of  utiliza- 
tion and  patient  care  and  to  reduce  unnecessary  utilization  and  im- 
prove the  quality  of  care.  It  is  anticipated  that  such  effective  collec- 
tion and  use  of  data  will  be  included  among  the  criteria  used  to 
evaluate  PSRO  performance. 

Under  the  bill,  a  PSRO  would  receive  90  days  notice  of  termina- 
tion. The  present  law  right  of  a  PSRO  to  a  hearing  in  the  case  of 
termination  of  an  agreement  would  be  repealed  except  with  respect 
to  a  PSRO  with  an  annual  agreement  in  existence  on  the  date  of 
enactment.  Termination  of  an  agreement  by  the  Secretary  under  this 
provision  would  not  be  subject  to  judicial  review. 

Under  current  law,  the  Secretary  is  required  to  make  payments 
to  a  PSRO  for  expenses  incurred  in  the  performance  of  its  duties 
from  the  medicare  trust  funds  and  from  general  revenue  appropria- 
tions in  proportion  to  the  costs  attributable  to  each  of  the  programs 
reviewed.  The  costs  of  administration  and  review  with  respect  to 
the  medicare  program  are  paid  from  the  hospital  insurance  trust 
fund. 

It  is  the  intent  of  the  Committee  that,  with  respect  to  those  PSRO's 
which  have  not  been  terminated  and  which  continue  to  perform  the 
activities  provided  for  in  their  agreement  with  the  Secretary,  funds 
will  continue  to  be  expended  from  the  medicare  trust  fund,  for  pur- 
poses of  PSRO  administration  and  review  of  medicare  services,  at 
no  less  than  the  PSRO's  allocation  based  upon  the  funding  level  set 
forth  in  the  fiscal  year  1981  continuing  resolution. 
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Under  the  bill,  recent  limitations  placed  on  the  scope  of  review  by 
PSKO's  would  be  removed  to  provide  more  flexibility  for  the  remain- 
ing PSRO's.  Authority  would  be  returned  to  the  Secretary  to  permit 
a  PSRO  to  review  ancillary,  ambulatory,  or  long-term  care  services. 
In  addition,  PSRO's  would  be  authorized,  rather  than  required,  to 
delegate  review  activities  to  hospitals,  skilled  nursing  facilities  and 
intermediate  care  facilities. 

In  the  face  of  the  severe  budget  limitations  on  PSRO's,  the  Secre- 
tary was  authorized  to  permit  PSRO  review  of  certain  ancillary  and 
other  services  only  where  the  cost  effectiveness  of  such  review  had 
already  been  demonstrated.  The  purpose  of  this  provision  was  to 
assure  that  review  was  focused  in  those  areas  where  PSRO's  were 
proven  to  be  the  most  effective.  However,  as  the  number  of  PSRO's 
is  reduced,  the  Secretary  should  be  empowered  to  give  an  individual 
PSRO  the  maximum  flexibility  in  achieving  savings. 

With  respect  to  medicaid  review,  section  443  of  the  bill  would  pro- 
vide States  with  the  option  of  contracting  with  PSRO's  at  a  75- 
percent  Federal  matching  rate.  Currently,  the  Secretary  contracts 
with  a  PSRO  to  do  both  medicare  and  medicaid  review  with  the 
Federal  Government  financing  100  percent  of  the  cost.  Under  the 
bill,  a  PSRO  would  be  required  to  enter  into  a  contract  with  the  State 
at  the  State's  option  for  medicaid  review  under  terms  and  conditions 
similar  to  those  contained  in  an  agreement  between  a  PSRO  and  the 
Federal  Government,  Such  review  could  not  be  inconsistent  with  per- 
formance of  review  under  the  basic  PSRO  law.  The  Committee  antici- 
pates that  those  PSRO's  which  have  been  effective  in  reducing  hospi- 
tal costs  writhin  the  State  will  continue  to  be  funded  by  the  State  for 
purposes  of  medicaid  review. 

The  Secretary  of  HHS  would  be  required  to  report  to  the  Congress 
by  September  30,  1982,  on  the  terminations  of  PSRO's  occurring  to 
that  date  and  on  the  performance  of  the  remaining  PSRO's. 

Under  section  447  of  the  bill,  the  PSRO  program  would  be  repealed, 
effective  October  1, 1983. 

Section  448  of  the  bill  makes  certain  conforming  changes,  and  sec- 
tion 449  provides  certain  transitional  amendments.  Section  449  specifi- 
cally provides  that  certain  PSRO  authority  and  duties  shall  remain 
in  effect  until  October  1,  1983.  The  section  also  provides  for  a  transi- 
tion period  with  respect  to  certain  provisions  of  current  law.  With 
respect  to  current  PSRO  authority,  the  bill  specificallv  provides  that 
the  conclusiveness  of  a  PSRO's  determinations,  its  authority  to  deny 
payments,  and  the  limitations  on  liability  of  its  members  and  em- 
ployees shall  remain  in  effect  with  respect  to  actions  taken  before 
October  1.  1983.  As  a  transition  provision,  payment  for  expenses 
incurred  prior  to  October  1,  3983  would  be  permitted  to  be  made 
subsequent  to  that  date.  In  addition,  a  beneficiarv  or  provider's  right 
to  appeal  to  the  Secretary  the  decision  of  a  PSRO  made  prior  to 
October  1,  1983,  would  continue,  as  would  the  Secretary's  authority 
to  take  action  with  respect  to  a  provider's  participation  in  medicare 
based  upon  a  PSRO's  recommendation  made  prior  to  October  1,  1983. 
Further,  the  Secretary  would  be  required  to  maintain  the  confidential- 
ity of  certain  PSRO  records  as  required  bv  present  law  and  would 
be  required  to  provide  for  the  appropriate  disposition  of  such  infor- 
mation in  accordance  with  such  requirements  of  confidentiality. 
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Section  444  of  the  bill  makes  an  additional  conforming  change 
made  necessary  by  the  reduction  and  ultimate  repeal  of  PSROs. 
Under  current  law.  as  provided  for  in  Public  Law  96^99,  the  Omnibus 
Budget  Reconciliation  Act  of  1980,  where  a  beneficiary  no  longer  re- 
quires acute  hospital  services  but  must  remain  in  the  hospital  because 
no  long-term  care  bed  is  available  in  the  community,  medicare  reim- 
bursement is  reduced  to  the  long-term  care  rate,  with  certain  excep- 
tions. Under  this  provision,  the  determination  as  to  whether  the  patient 
requires  acute  or  long-term  care  is  made  by  a  PSRO.  In  the  absence 
of  PSRO  review,  the  provision  would  become  inoperative. 

Under  the  Committee  bill,  the  Secretary  of  HHS  or  such  agent  as 
the  Secretary  may  designate,  would  be  authorized  in  the  absence  of 
a  PSRO,  to  carry  out  such  review. 

The  section  would  become  effective  upon  enactment. 

b.  Repeal  of  Utilization  Review  Requirements  (Section  445) 

Presext  Law  and  Background 

Under  present  medicare  law.  in  the  absence  of  a  Professional  Stand- 
ards Review  Organization  (PSRO),  hospitals  and  skilled  nursing 
facilities  are  required  to  review,  on  a  sample  or  other  basis,  admissions, 
duration  of  stay,  and  use  of  health  facilities  and  services.  This  utiliza- 
tion review  may  be  conducted  within  the  institution  or  by  a  group 
organized  by  the  local  medical  society.  Rural  health  clinics  are  re- 
quired to  conduct  utilization  review  to  the  extent  the  Secretary  of 
HHS  determines  is  necessary  and  feasible. 

Explanation  of  Provision 

The  bill  would  repeal  the  statutory  requirement  for  utilization 
review  under  medicare  with  respect  to  hospitals,  skilled  nursing  facili- 
ties and  rural  health  clinics.  It  is  anticipated  that  hospitals  will 
continue  to  conduct  utilization  review  based  upon  the  present  require- 
ments of  the  Joint  Commission  on  the  Accreditation  of  Hospitals 
(JCAH).  Medicare  would  continue  to  reimburse  for  the  costs  of  utili- 
zation review  where  conducted  voluntarily  by  a  provider  or  pursuant 
to  the  J CAH  requirement. 

The  section  is  effective  upon  enactment. 

6.  PART  F:  MEDICARE  AS  SECONDARY  PAYOR  TO  THE  FEDERAL  EM- 
PLOYEES HEALTH  BENEFITS  (FEHB)  PROGRAM  (SECTION  451) 

Present  Law  and  Background 

Under  present  law  Federal  employees  are  eligible  for  health  insur- 
ance protection  under  the  Federal  Employees  Health  Benefits  Act 
(FEHBA).  Retired  civil  service  annuitants  may  receive  health  insur- 
ance coverage  by  continuing  to  pay  the  same  monthly  premium  paid  by 
Federal  emplovees. 

The  Fedpral  Government  pavs  approximate! v  60  percent  of  the  total 
costs  of  FEHBA  premiums.  The  share  which  the  government  actually 
pays  toward  the  premium  of  an  individual  employee  or  annuitant 
varies  with  the  plan  but  may  never  exceed  75  percent  of  the  premium 
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cost.  There  are  approximately  120  FEHBA  plans  including  govern- 
ment-wide service  and  indemnity  plans,  employee  organization  plans 
and  health  maintenance  organizations.  Approximately  60  percent  of 
Federal  employees  belong  to  the  two  major  government -wide  plans. 

Individuals  age  65  or  older  who  are  entitled  to  social  security  cash 
benefits  are  entitled  to  hospital  insurance  coverage  under  part  A  of 
medicare.  Thus,  those  Federal  employees  and  retirees  over  65  who  have 
earned  sufficient  quarters  of  coverage  in  social  security  covered  em- 
ployment may  be  entitled  to  both  medicare  and  FEHBA  coverage. 
Approximately  75  to  80  percent  of  Federal  annuitants  are  dually 
entitled  to  social  security  and  civil  service  retirement. 

All  individuals  65  and  over  may  elect  to  enroll  in  part  B  of  medicare 
by  paying  a  monthly  premium  ($9.60  as  of  July  1,  1980).  Part  B  pro- 
vides coverage  of  physician  and  other  services,  subject  to  an  annual 
deductible  and  to  coinsurance. 

Under  current  law,  for  those  Federal  employees  and  annuitants  who 
are  entitled  to  coverage  under  both  medicare  and  FEHBA.  medicare  is 
the  primary  payor.  As  secondary  payor,  the  FEHBA  plan  will  gener- 
ally pay  those  allowable  expenses  remaining  after  medicare  has  paid, 
but  not  in  excess  of  the  dollar  amount  which  the  FEHBA  plan  would 
otherwise  have  reimbursed.  In  preneral.  this  means  that  the  FEHBA 
plan  fills  in  the  medicare  deductible  and  coinsurance  amounts,  and  the 
medicare  program  bears  the  maior  burden  of  the  costs  with  respect  to 
those  persons  who  are  dually  entitled. 

Explanation  of  Provision 

The  bill  provides  that,  for  those  Federal  employees  and  annuitants 
who  are  entitled  to  coverage  under  both  medieai-e  part  B  and  FEHB  \, 
medicare  would  become  the  second  a  rv  navor.  Medicare  part  A  would 
become  the  secondary  payor  to  the  FEHBA  program  onlv  with  respect 
to  those  persons  reaching  age  65  after  December  31,  1981. 

The  bill  would  prohibit  payment  under  medicare  part  B  to  the 
extent  that  payment  had  been  made,  or  could  reasonably  be  expected  to 
be  made  under  a  FEHBA  plan.  As  secondary  payor,  medicare  part  B 
would  pay  phvsician  and  other  expenses  remaining  after  the  FEHBA 
plan  had  paid,  but  not  more  than  the  maximum  dollar  amount  that 
medicare  would  otherwise  have  paid.  In  no  case  could  the  total  of  the 
mpdicare  and  FEHBA  payments  exceed  the  amount  which  the 
FEHBA  plan  recognizes  as  reasonable  with  respect  to  the  services 
provided. 

With  respect  to  medicare  part  A.  for  those  individuals  turning  65 
after  December  31,  1981,  the  FEHBA  plan  would  be  the  primarv 
payor.  Medicare,  as  secondary  payor,  would  reimburse  for  hospital 
and  other  part  A  services  based  on  reasonable  cost  up  to  the  dollar 
amount  which  medicare  would  otherwise  have  paid.  The  Secretary 
would  be  required  to  coordinate  benefits  in  such  a  manner  as  to  assure 
that  the  total  amount  paid  for  part  A  services  by  medicare  and  the 
FEHBA  plan  would  not  exceed  the  amount  recognized  by  medicare  as 
the  reasonable  cost  of  such  services. 

Hospitals  and  certain  other  providers  are  reimbursed  under  part  A 
based  upon  their  reasonable  costs.  The  amount  payable  to  the  provider 
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as  reasonable  is  reduced  by  the  amount  of  the  part  A  inpatient  deduct- 
ible and  coinsurance.  The  provider  is  then  permitted  to  bill  the  medi- 
care beneficiary  for  the  deductible  and  coinsurance  amounts.  Under 
the  bill,  the  Secretary  of  Health  and  Human  Services  would  be  author- 
ized to  establish  a  method  for  coordinating  the  payment  of  benefits 
under  the  two  programs  and  would  be  required  to  limit  the  provider's 
charges  to  the  beneficiary  of  deductible  and  coinsurance  amounts  such 
that,  when  added  to  the  amounts  payable  under  medicare  and  the 
FEHBA  plan,  they  would  not  exceed  the  amount  recognized  as  reason- 
able under  medicare.  With  respect  to  other  charges  which  may  be 
imposed  upon  beneficiaries  under  present  law,  such  as  those  permitted 
under  section  1866(a)(2)  (B)  and  (C),  the  Secretary  may  establish 
by  regulation  such  limits  as  he  or  she  may  deem  appropriate  in  order 
to  assure  that  any  charges  which  could  otherwise  be  imposed  on  the 
beneficiary  will  be  reduced  by  amounts  paid  under  FEHBA. 

In  general,  Federal  civil  service  retirees  who  qualify  for  social 
security  and  thus  medicare  part  A  benefits,  do  so  on  the  basis  of  a 
much  shorter  period  of  social  security  covered  employment  than  do 
other  retirees.  For  those  individuals  who  are  dually  entitled  to  medi- 
care part  A  and  FEHBA,  or  for  those  persons  who  enroll  in  medicare 
part  B  and  the  FEHBA  plan,  the  medicare  program  bears  the  largest 
portion  of  covered  health  care  costs. 

The  intent  of  the  provision  is  to  eliminate  the  subsidy  presently 
being  indirectly  provided  by  medicare  to  the  FEHBA  program  and  to 
distribute  more  equitably  between  the  programs  the  costs  of  medical 
care  for  Federal  employees  and  retirees  65  and  over. 

The  provision  would  become  effective  with  respect  to  part  B  for 
services  furnished  on  or  after  January  1,  1982,  or  the  first  pay  period 
beginning  after  January  1,  1982,  whichever  is  later.  With  respect  to 
part  A,  the  above  effective  date  would  apply  only  to  services  furnished 
to  individuals  who  are  65  years  of  age  or  older  after  December  31, 1981. 


III.  BUDGET  EFFECTS  OF  THE  BILL 


A.  Committee  Statement 

In  compliance  with  clause  7(a)  of  rule  XIII  of  the  Rules  of  the 
House  of  Representatives,  the  following  statement  is  made  relative  to 
the  budget  effects  of  the  provisions  of  H.R.  3850,  as  reported  by  the 
Committee-. 

With  respect  to  the  spending  reductions  contained  in  the  bill  the 
Committee  states  that  it  agrees  with  the  estimates  of  the  Congressional 
Budget  Office  (CBO)  attached  below  with  one  exception.  The  esti- 
mates for  counting  the  income  of  stepparents  in  the  AFDC  program 
should  be  $22  million  higher  for  each  of  the  fiscal  years  1982-86.  The 
Committee  feels  that  this  is  a  more  accurate  estimate  of  the  impact  of 
the  Committee  provision  for  the  following  reasons : 

A.  When  this  was  initially  estimated  by  the  Administration  and 
CBO,  AFDC  benefit  reductions  totaled  $162  million,  AFDC  adminis- 
trative cost  savings  were  $109  million,  and  food  stamp  cost  increased 
by  $160  million  for  a  total  net  federal  savings  of  $131  million.  Tabula- 
tions from  the  March.  1979  AFDC  characteristics  survey  shows  that 
over  95  percent  of  the  families  affected  by  the  provision  currently  are 
not  receiving  food  stamp  benefits,  therefore  it  seems  unreasonable  to 
assume  that  there  would  be  $60  million  of  increased  food  stamp  costs. 
In  addition,  income  eligibility  levels  were  lowered  in  the  food  stamp 
program  as  a  result  of  the  reconciliation  instruction  process  and  thus 
this  much  additional  cost  seems  even  more  unlikely. 

B.  In  addition,  embodied  in  the  Congressional  Budget  Office  cost 
estimate  is  an  assumption  regarding  marital  behavior  that  is  based  on 
quite  limited  statistical  data  and  does  not  appear  from  the  limited 
information  available  to  be  appropriate. 

In  addition,  the  Committee  approved  changes  in  the  trade  adjust- 
ment assistance  program  were  preliminarily  estimated  by  the  Congres- 
sional Budget  Office  to  result  in  a  savings  of  $1,335  million  in  fiscal 
year  1982.  This  estimate  was  consistent  with  the  estimates  and  assump- 
tions on  which  the  reconciliation  instruction  to  the  Ways  and  Means 
Committee  was  based.  As  a  result,  the  Committee  has  calculated  the 
trade  adjustment  changes  to  have  a  net  effect  of  reducing  outlavs  of 
$1,335  million. 

With  respect  to  the  reduction  in  budget  authority  mandated  in  the 
Conference  Report  on  H.  Con.  Res.  115,  the  Committee  makes  the  fol- 
lowing statement : 

(1)  The  budget  resolution  does  not  recognize  the  unique  character- 
istics of  the  entitlement  programs  within  the  jurisdiction  of  the  Com- 
mittee on  Ways  and  Means.  For  example,  when  outlays  reductions  are 
made  to  entitlement  programs  financed  from  trust  funds,  the  trust 
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funds  accumulate  additional  interest  and  this  accrued  interest  results 
in  increases  in  budget  authority. 

(2)  The  budget  resolution  also  assumes  a  certain  distribution  of 
reductions  between  trust  fund  entitlement  programs  and  entitlement 
programs  financed  from  general  revenues.  Budget  authority  in  the 
context  of  trust  funds  is  basically  revenue  to  those  trust  funds.  Thus 
spending  reductions  to  trust  fund  entitlement  programs  are  scored  as 
both  increases  in  budget  authority  (because  of  accrued  interest)  and 
the  appropriate  level  in  outlays  reductions.  Since  the  Committee  has 
reduced  spending  in  the  trust  fund  entitlement  programs  by  more  than 
the  budget  resolution  assumed,  outlay  reductions  are  met  while  the 
budget  authority  target  is  not. 

B.  Congressional  Budget  Office  Estimates 

In  compliance  with  subsidi vision  (C)  of  clause  2(1)  (3)  of  rule  XI 
of  the  Rules  of  the  House  of  Representatives,  the  Committee  states  that 
the  Congressional  Budget  Office  has  examined  H.R.  3850,  as  reported 
by  the  Committee,  and  H.R.  2540,  as  previously  reported  bv  the  Com- 
mittee and  has  submitted  the  following  statements. 

U.S.  Congress, 
Congressional  Budget  Office, 
Washington,  D.C.,  June  11, 1981. 

Hon.  Dan  Rostenkowski. 

Chairman,  Committee  on  Ways  and  Means,  U.S.  House  of  Representa- 
tives, Washington,  B.C.  0  « 

Dear  Mr.  Chairman  :  Pursuant  to  section  202  of  the  Congressional 
Budget  Act  of  1974,  the  Congressional  Budget  Office  has  prepared 
the  attached  cost  estimates  of  the  bill  for  reducing  spending  in  pro- 
grams within  the  jurisdiction  of  the  Committee  on  Ways  and  Means. 

The  savings  estimates  have  been  calculated  from  the  CBO  baseline 
used  by  the  Budget  Committees  in  developing  the  reconciliation 
instructions. 

The  estimates  included  in  the  attached  report  represent  the  1981- 
1986  effects  on  the  Federal  budget  of  the  Committee's  legislative  pro- 
posals. CBO  understands  that  the  staff  of  the  Committee  on  the 
Budget  will  be  responsible  for  interpreting  how  the  savings  contained 
in  these  legislative  proposals  measure  against  the  budget  resolution 
reconciliation  instructions. 

Should  the  Committee  so  desire,  we  would  be  pleased  to  provide 
further  details  on  the  attached  cost  estimates. 
Sincerely. 

Alice  M.  Rivlin, 

Director. 
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BUDGET  AUTHORITY  AND  OUTLAY  ESTIMATES  OF  HOUSE  WAYS  AND  MEANS  RECONCILIATION  PROVISIONS 

[In  millions  of  dollars] 

Fiscal  year— 


1981         1982        1983         1984  1985 


TRADE 

Trade  adjustment  benefits : 1 

Budget  authority  ._     -1,295       -800       -450       -450  -450 

Outlay.   -1,295       -800       -450       -450  -450 

Reduction  in  authorizations  for  customs  service,  and 

trade  adjustment  assistance  for  firms  and 

communities: 

Budget  authority   -38        -37        -40        -44  -48 

Outlay   —   -35         -37         -40         -44  -48 

Total,  trade: 

Budget  authority   -1,333       -837       -490       -494  -498 

Outlay   -1,330       -837       -490       -494  -498 


SOCIAL  SECURITY 

Phaseout  postsecondary  student  benefits : 

Budget  authority  .   13  56         143         275  443 

Outlay    -      -347       -796     -1,439     -1,840  -2,153 

Termination  of  mother's  and  father's  benefits  when 
child  attains  age  16: 

Budget  authority  -    1  6  28  68  113 

Outlay  -    -30        -88       -496       -528  -560 

Elimination  of  minimum  benefit: 

Budget  authority      22  60  87         124  141 

Outlay..  --   -45        -85        -95       -125  -169 

Rounding  of  benefits: 

Budget  authority..    — -  3  17  40  69  102 

Outlay    -80       -280       -323       -367  -411 

Pension  Reform  Act: 

Budget  authority....     0  0  0  1  2 

Outlay    -        -1  -2  -5  -8  -10 

Discontinue  trust  fund  financing  of  vocational  reha- 
bilitation services: 

Budget  authority     3  10  16  23  29 

Outlay    -87        -86        -73        -73  -53 

Reduce  retirement  exempt  age  to  71  in  1982 : 

Budget  authority....     8  18  23  24  26 

Outlay  .  -    ----      -210        -70  0  0  0 

Pay  one-half  of  1982  benefit  increase  in  July  and 
the  remainder  plus  2  additional  months  of  CPI 

increases  in  October:  „  ,  „,  _,0 

Budget  authority  — -  --  46         151  219         307  372 

outlay .  _    :   -i,soo    -721    -942    -754  -726 

Limit  lump-sum  death  benefit:  „  or  jo 

Budget  authority     9  25  42  61  83 

outiiy_     . :   -200    -210    -215    -220  -230 

Restore  retirement  exempt  age  additionally  from  71 
to  72  in  1982:  ,q 

Budget  authority.....  -    6  15  17  18  19 

Outlay  ---    -170         -50  0  0  0 

efts 


Pay  benefits  with  1st  of  month:  <a  c 

Budget  authority...     14  .?* 

Outlay 


Budget  authority...   _»  _~ 


Total,  social  security :  ...  ,  ...  .  ... 

budget  authority      125         381         657  1,034  1,418 

outlay. ....  ..     -3,160  -2, 6os  -3,82s  -4,175  -4,592 

UNEMPLOYMENT  COMPENSATION 

Repeal  national  trigger:  .  n 

Budget  authority  — -  -300           0           0  0  0 

Outlay  -   -657            0            0  0  0 

Exclude  extended  benefit  claimants  from  State  trig- 

■"bSSKSE*   -40?       -600       -.00  0  0 

Outlay  -   ~561       -380       -120  -10  0 

Reduce  unemployment  compensation  for  ex-military 

Pl5-"!h°?::::::::::::::::::::::::::::::::::::::  =iS    =iS    :SS  3j  =18 

ng»=:r-:i^^S    ="§    =ll°°  =i"  =!IS 

Sec  footnote?  at:  end  of  table. 
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BUDGET  AUTHORITY  AND  OUTLAY  ESTIMATES  OP  HOUSE  WAYS  AND  MEANS  RECONCILIATION 
PROVISIONS-Continued 

[In  millions  of  dollars] 


1981 


1982 


Fiscal  year- 


1983 


AID  TO  FAMILIES  WITH  DEPENDENT  CHILDREN 

Limit  earnings  disregards: 

Budget  authority  

Outlay  

Count  income  of  stepparents: 

Budget  authority  

Outlay  

Require  retrospective  accounting  and  monthly  re- 
porting: 

Budget  authority  

Outlay  -  

Allow  States  to  require  certain  recipients  to  partici- 
pate in  job  search: 

Budget  authority  

Outlay  

Define  unemployed  parent  as  the  principal  earner  for 
family: 

Budget  authority  

Outlay   

Require  States  to  recover  AFDC  overpayments  and 
pay  underpayments: 

Budget  authority  

Outlay  

Optional  payments  for  dependent  children  over  18: 

Budget  authority  

Outlay  

Deem  sponsor's  income  to  aliens  in  AFDC  families: 

Budget  authority  

Outlay  

Limit  allowable  resources  to  $1,500: 

Budget  authority    

Outlay  

Administrative  savings: 

Budget  authority    

Outlay  

Medicaid  savings: 

Budget  authority  

Outlay  

Total,  AFDC: 

Budget  authority  

Outlay  

CHILD  SUPPORT  ENFORCEMENT 

Collection  of  support  for  adults: 

Budget  authority   

Outlay   

Modify  collection  for  non-AFDC  families: 

Budget  authority    

Outlay     

Source  of  incentive  payments  to  cooperating  juris- 
diction: 

Budget  authority   

Outlay   

Prohibit  discharge  of  child  support  in  bankruptcy: 

Budget  authority   

Outlay   

Child  support  intercept  of  unemployment  benefits: 

Budget  authority    

Outlay   

Total,  child  support  enforcement: 

Budget  authority    

Outlay...    

Sen  footnote:;  at  end  of  table. 


-150 

-154 

-159 

-162 

-164 

-150 

-154 

-159 

-162 

-164 

-108 

-111 

-113 

-116 

-118 

-108 

-111 

-113 

-116 

-118 

-12 
-12 


■195 
■195 


-25 
-25 


-115 
-115 


-25 
-25 


-15 
-15 


-40 
-40 


-110 
-110 


-106 
-106 


-503 
-503 


-734 
-734 


-778 
-778 


-23 
-23 


-45 
-45 


-17 
-17 


-20 
-20 


-23 
-23 


-49 
-49 


-23 
-23 


-55 

-55 


-78 
-78 


-20 
-20 


-102 
-102 


-50 
-50 


-59 
-59 


-87 


-33 
-33 


-20 
-20 


-166 
-166 


■182 
■182 


-202 
-202 


-220 
-220 


-207 
-207 


-33 
-33 


-830 
-830 


-65 
-65 


-98 
-98 


-41 
-41 


-20 
-20 


-247 
-247 
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BUDGET  AUTHORITY  AND  OUTLAY  ESTIMATES  OF  HOUSE  WAYS  AND  MEANS  RECONCILIATION 
PROVISIONS— Continued 

[In  millions  of  dollars] 


Fiscal  year — 


1981  1982 

SUPPLEMENTAL  SECURITY  INCOME 

Change  from  a  quarterly  prospective  to  a  retrospec- 
tive accounting  period: 

Budget  authority     -30 

Outlay..       -30 

Eligibility  of  SSI  recipients  for  food  stamps: 

Budget  authority     —50 

Outlay     -50 

Negotiability  of  SSI  checks: 

Budget  authority         —7 

Outlay.     -7 

Pay  K  of  1982  benefit  increase  in  July  and  the  re- 
mainder plus  2  additional  months  of  CPI  increases 
in  October: 

Budget  authority    —80 

Outlay     -80 

Total,  SSI : 

Budget  authority      -167 

Outlay    -167 

LOW-INCOME  ENERGY  ASSISTANCE 

Low-income  energy  assistance: 

Authority  level2...  -847 

Outlay.      -847 

SOCIAL  SERVICES 

Limit  Federal  title  XX  training  funds  to  $75,000,000 
for  fiscal  1982: 

Budget  authority   ~  —7 

Outlay      -7 

HEALTH 

Repeal  periodic  interim  payment  change: 
Medicare: 

Budget  authority     2  (3) 

Outlay,   685  -692 

Civil  money  penalty: 
Medicare: 

Budget  authority  __  -    —7 

Outlay       -7 

Medicaid: 

Budget  authority   —14 

Outlay   -  -14 

Less  frequent  SNF  surveys: 
Medicare: 

Budget  authority   (3) 

Outlay    -4 

Eliminate  utilization  review: 
Medicare: 

Budget  authority   0 

Outlay   0 

Medicaid: 

Budget  authority    0 

Outlay     0 

Reduction  in  number  of  PSRO's: 
Medicare: 

Budget  authority   —11 

Outlay   -17 

Medicaid: 

Budget  authority   —4 

Outlay   -  —4 

Renal  dialysis  reimbursement  rate: 
Medicare: 

Budget  authority   -105 

Outlay   -105 

Seo  footnotes  at  end  of  table. 


1983 


1984 


1985 


-60 
-60 


-50 
-50 


-28 
-28 


-36 


-60 
-60 


-50 
-50 


-29 
-29 


-138 


■146 
•146 


-139 
-139 


-947 
-947 


-1,067 
-1,067 


-1,209 
-1,209 


(') 
-4 


-2? 
-33 


-8 


-130 
-130 


-7 
-7 


-2 
-2 


•155 
-155 


-4 

53 


-19 
-19 


-180 
-180 


-60 
-60 


-50 
-50 


-28 
-28 


-138 
-138 


-1,413 
1,413 


-33 
-33 


-205 
-205 
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BUDGET  AUTHORITY  AND  OUTLAY  ESTIMATES  OF  HOUSE  WAYS  AND  MEANS  RECONCILIATION 
PROVISIONS— Continued 

[In  millions  of  dollars] 


Part  B  deductible  carryover: 
Medicare: 

Budget  authority  

Outlay  

Medicaid: 

Budget  authority  

Outlay  

Base  part  A  coinsurance  on  current  year  deductible: 
Medicare: 

Budget  authority  

Outlay  

Medicaid: 

Budget  authority  

Outlay  

Medicare  as  second  payor  to  FEHB  program: 
Medicare: 

Budget  authority  

Outlay  

Other  agency  costs: 

Authorization  level  

Outlay  

Off-budget  costs : 

Budget  authority  

Outlay  

Repeal  freestanding  detoxification  facilities: 

Medicare: 

Budget  authority  

Outlays  

Limits  on  reimbursement  to  home  health  agencies  to 
the 75th  percentile: 
Medicare: 

Budget  authority  

Outlay   

Make  the  part  A  inpatient  deductible  and  coinsur- 
ance more  current: 
Medicare: 

Budget  authority  

Outlay  

Medicaid: 

Budget  authority  

Outlay..    

Increase  part  B  deductible  to  $70  and  index  in  future 
years: 
Medicare: 

Budget  authority  

Outlay  

Medicaid: 

Budget  authority  

Outlay  

Require  utilization  guidelines  for  home  health 
services: 
Medicare: 

Budget  authority   

Outlay  

Lower  sec.  223  limits  on  routine  hospital  costs  to 
108  percent  of  the  mean: 
Medicare: 

Budget  authority  

Outlay  

Medicaid: 

Budget  authority  

Outlay    

Eliminate  occupancy  test  for  h  jspital  long-term  care 
except  for  public  hospitals: 
Medicare: 

Budget  authority..  

Outlay   

Medicaid: 

Budget  authority  

Outlay  

Sec  footnote;  at  end  of  table. 


Fiscal  year— 


1982 

1983 

1984 

1985 

1986 

-55 

-55 

-55 

-55 

-55 

-55 

-55 

-55 

-55 

-55 

4 

4 

4 

4 

4 

4 

4 

4 

4 

4 

(3) 

1 

2 

2 

3 

-5 

-10 

-10 

-10 

-10 

0 

1 

1 

1 

1 

0 

1 

1 

1 

1 

-110 

-205 

-195 

-170 

-145 

—  131 

—300 

—360 

—400 

—430 

60 

140 

170 

190 

200 

60 

140 

170 

190 

200 

15 

40 

45 

50 

55 

15 

40 

45 

50 

55 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

(») 

2 

4 

6 

9 

-12 

-23 

-27 

-30 

-33 

7 

25 

55 

85 

12Q 

-185 

-305 

-360 

-410 

-490 

15 

25 

30 

35 

40 

15 

25 

30 

35 

40 

-90 

-215 

-330 

-425 

-520 

-90 

-215 

-330 

-425 

-520 

7 

15 

25 

35 

40 

7 

15 

25 

35 

40 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

3 

10 

20 

30 

40 

-75 

-105 

-125 

-140 

-170 

-13 

-18 

-20 

-25 

-30 

-13 

-18 

-20 

-25 

-30 

2 

8 

15 

20 

30 

-61 

-70 

-80 

-90 

-105 

-17 

-20 

-23 

-26 

-30 

-17 

-20 

-23 

-26 

-30 
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BUDGET  AUTHORITY  AND  OUTLAY  ESTIMATES  OF  HOUSE  WAYS  AND  MEANS  RECONCILIATION 
PROVISIONS— Continued 

[In  millions  of  dollars] 


Fiscal  year — 

T981         1982         1983         1984         1985  1986 


Nutritional  therapy  as  alternative  mode  of  treatment 
under  the  ESRD  program: 
Medicare: 

Budget  authority  

Outlay    

Demonstration  projects  for  the  training  of  AFDC 
recipients  as  home  health  aides: 
Medicaid: 

Budget  authority.   

Outlay  

Require  medicare  inpatients  to  copay  $1  per  day 
from  the  1st  day  of  admission  to  acute  care: 
Medicare: 

Budget  authority  

Outlay  

Medicaid: 

Budget  authority  

Outlay  

Offset  interest  income  on  funded  depreciation: 
Medicare: 

Budget  authority  

Outlay  

Medicaid: 

Budget  authority  

Outlay  


-20 

-25 

-30 

-30 

-35 

-20 

-25 

-30 

-30 

-35 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

5 

15 

25 

35 

45 

-115 

-117 

-119 

-122 

-125 

9 

9 

10 

10 

9 

9 

9 

10 

10 

4 

15 

25 

35 

50 

-100 

-120 

-140 

-160 

-190 

-15 

-20 

-25 

-25 

-30 

-15 

-20 

-25 

-25 

-30 

Subtotal,  health: 

Budget     authority  authorization 

level   -2       -345       -469       -475       -491  -520 

Outlay   685     -1,642     -1,405     -1,645     -1,844  -2,160 

Off-budget: 

Budget  authority   15  40  45  50  55 

Outlay   •    15  40  45  50  55 


Total : 

On-budget: 

Budget  authority 'authorization  level   -2     -4,103     -3,686     -2,761     -2,487  -2,388 

Outlay   685     -9,200     -7,391     -8,436     -9,059  -10,038 

Off-budget: 

Budget  authority   15  40  45  50  55 

Outlay   15  40  45  50  55 


1  CBO  provided  preliminary  savings  estimates  to  the  budget  committees  at  the  time  reconciliation  instructions  were 
issued  of  $1,335,  $840,  and  $600  for  1982  through  1984. 

2  Assumes  authorization  levels  of  $1,800  million,  $2,000  million,  and  $2,200  million  in  1984  through  1986. 

3  Negligible. 


IV.  OTHER  MATTERS  TO  BE  DISCUSSED  UNDER 
HOUSE  RULES 


A.  Vote  of  the  Committee 

In  compliance  with  subdivision  (B)  of  clause  2(1)  (2)  of  rule  XI  of 
the  Rules  of  the  House  of  Representatives,  the  following  statement 
is  made  relative  to  the  vote  of  the  Committee  on  the  motion  to  report 
H.R.  3850,  as  amended. 

H.R.  3850,  as  amended,  was  ordered  favorably  reported  by  a  voice 
vote. 

B.  Oversight  Findings 

In  compliance  with  subdivision  (A)  of  clause  2(1)  (3)  of  rule  XI 
of  the  Rules  of  the  House  of  Representatives,  the  following  statement 
is  made  with  respect  to  the  Committee's  oversight  findings. 

Trade 

The  Committee  has  conducted  extensive  oversight  of  the  operation 
and  effectiveness  of  the  trade  adjustment  assistance  programs  through 
several  sets  of  hearings  held  by  its  Subcommittee  on  Trade  since  1976 
and  through  consideration  of  legislative  amendments  to  these  pro- 
grams. In  conjunction  with  this  oversight,  the  General  Accounting 
Office  has  provided  the  Congress  a  series  of  reports  as  required  by  sec- 
tion 280  of  the  Trade  Act  of  1974  evaluating  the  current  programs  and 
recommending  modifications  in  them.  In  its  most  recent  hearings  on 
March  30  and  31, 1981,  the  Subcommittee  on  Trade  received  testimony 
from  Administration  officials  and  representatives  of  major  labor 
unions  and  business  on  proposals  by  the  Administration  to  reduce  Gov- 
ernment spending  through  fundamental  changes  in  the  adjustment 
assistance  program  for  workers. 

From  this  oversight  activity  it  has  become  clear  that  the  worker 
adjustment  assistance  program  has  not  functioned  as  Congress  in- 
tended. The  program  has  become  primarily  one  of  income  compensa- 
tion rather  than  positive  adjustment  of  import-impacted  workers  to 
new  employment,  as  evidenced  by  the  budgetary  increase  for  trade  re- 
adjustment allowances  from  $70  million  to  $2.7  billion  since  1976  while 
funding  for  training,  job  search,  and  relocation  have  never  exceeded 
$15.5  million  annually.  Delays  in  benefit  delivery,  inequities  in  worker 
coverage  and  benefit  levels,  and  administrative  problems  have  also  re- 
duced program  effectiveness. 

In  the  context  of  the  spending  reductions  called  for  by  the  Admin- 
istration in  social  programs  overall,  the  Committee  believes  that  fun- 
damental changes  in  worker  adjustment  assistance  program  are  war- 
ranted which  place  primary  focus  on  adjustment  of  long-term  and 
permanently  unemployed  workers  and  address  other  program  de- 
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fieiencies.  The  Committee  believes  that  continuation  of  trade  adjust- 
ment assistance  to  relieve  economic  dislocation  that  can  result  for  some 
workers  and  firms  from  a  Federal  policy  of  trade  liberalization  is  es- 
sential as  an  alternative  to  import  restrictions.  Consequently,  the  Com- 
mittee has  reauthorized  the  program  for  workers  and  firms  for  an 
additional  year  until  the  end  of  fiscal  year  1983  and  intends  to  main- 
tain close  and  continual  oversight  of  their  operation  and  effectiveness. 

Social  Security 

The  Social  Security  Act  provides  for  payment  of  benefits  to  chil- 
dren age  18  to  22  of  entitled  retired,  disabled  and  deceased  workers  if 
the  child  is  attending  secondary  school  full  time  and  are  not  married. 
Social  Security  student  benefit  oavments  are  increased  from  $325  mil- 
lion in  1966,  the  first  full  year  of  the  program,  to  $1.6  million  in  1978, 
and  are  estimated  to  reach  $9.f>  billion  in  1982.  The  Oversight  Sub- 
committee held  hearings  on  Social  Security  student  bene^  i^  early 
1979,  during  which  the  Government  Accounting  Office  (GAO^I  ex- 
pressed reservations  about  the  program  on  several  grounds:  (1)  The 
program  is  redundant  in  many  cases,  since  financial  assistance  for  stu- 
dents through,  the  student  loan  and  basic  education  grant  programs, 
and  other  sources,  has  increased  significantly  since  1966;  (2)  The  pro- 
gram, doea  not  target  funds  efficiently  on  those  who  need  educational 
assistance  most,  since  students  from  lower  income  (and  thus  low  bene- 
fit) families  generally  receive  the  least  benefits,  and  students  from 
larger  families  receive  proportionately  less  than  students  from  small 
families-  regardless  of  their  need  for  assistance ;  (3)  The  student  bene- 
fit program  has  an  extremely  high  rate  of  overpayment — 86%  of  the 
students  in  GAO's  sample  who  attended  part-time  or  had  drooped 
out  (and.  thus  were  ineligible  for  benefits)  did  not  notifv  the  Social 
Security  Administration  as  reouired.  and  nt  least  31%  of  the  students 
who  were  no  longer  attending  school  full  time  incorrectly  reported 
that  they  were  full-time  students.  Consistent  with  these  oversight 
findings,  the  Committee  has  recommended  to  phase  out  the  student 
benefit  for  18  to  22  year-olds  who  attend  post -secondary  school  over 
the  next  six  years. 

Public  Assistance 

part  a — unemployment  compensation 

(1)  Extended  benefits. — Extended  unemployment  benefits  (EB)  are 
payable  to  individuals  who  exhaust  their  State  benefits  during  periods 
of  high  unemployment.  EB  is  paid  in  all  States,  regardless  of  State 
unemployment  rates,  when  the  national  insured  unemployment  rate 
(iUK)  reaches  specified  levels,  referred  to  as  the  "national  trigger". 
Consistent  with  the  Committee's  oversight  findings  that  EB  should  be 
targeted  to  States  with  the  highest  unemployment,  repealing  the  na- 
tional trigger  will  eliminate  EB  in  States  with  otherwise  low  unem- 
ployment rates  during  periods  of  high  national  unemployment.  Bene- 
fits will  be  paid  only  in  States  with  insured  rates  above  the  specified 
levels,  so  that  assistance  is  targeted  to  States  where  economic  condi- 
tions make  it  unusually  difficult  for  unemployed  workers  to  find  jobs. 
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Eliminating  extended  benefits  claimants  from  the  calculation  of  State 
insured  unemployment  rates  furthers  this  policy. 

(2)  Limitation  on  unemplayinent  benefits  paid  to  ex-service  mem- 
bers.— In  recent  years,  the  number  of  persons  leaving  the  military 
before  their  term  of  enlistment  has  expired  has  been  on  the  increase. 
Questions  have  been  raised  about  the  number  of  individuals  who 
serve  shortened  terms  of  service  on  the  presumption  that  unemploy- 
ment compensation  will  be  available  to  them.  The  committee  provisions 
will  limit  eligibility  for  unemployment  compensation  only  to  those  per- 
sons who  have  completed  a  more  lengthy  period  of  service  and  takes 
into  account  a  variety  of  payments  for  traveling  expenses  and  unused 
leave  paid  at  the  end  of  enlistment. 

PART  B.  SUBPART  1  AID  TO  FAMILIES  WITH  DEPENDENT  CHILDREN 

The  Aid  to  Families  with  Dependent  Children  program  is  intended 
to  provide  grants  to  the  States  for  needy  children  and  their  caretakers. 
Consistent  with  the  Committees'  oversight  findings  that  need  for 
assistance  should  be  accurately  determined,  that  recipients  should  be 
assisted  in  finding  employment  and  that  program  requirements  can  be 
made  more  uniform,  the  Committee  has  made  changes  in  the  AFDC 
program  which  will : 

(1)  Income  amd  resources. — Modif  y  AFDC  earned  income  and  work 
expense  disregards;  limit  the  value  of  resources  permitted  for  eligibil- 
ity; and  require  States  to  consider  available  to  a  child  income  of  a 
stepparent  (living  in  the  same  home  as  the  child)  which  exceeds 
specified  levels ; 

(2)  Eligibility  and  benefits. — Limit  the  eligibility  of  two  parent 
families  where  one  parent  is  unemployed  to  families  in  which  the 
principal  earner  is  unemployed ;  restrict  AFDC  payments  to  citizens 
of  the  United  States  and  lawfully  admitted  aliens,  and  deem  the 
income  and  resources  of  the  sponsor  to  an  alien  in  an  AFDC  family 
available  for  three  years  after  his  or  her  entry  into  the  United  States ; 
and  allow  States  to  require  AFDC  recipients  to  participate  in  work 
experience  assignments  in  which  they  would  perform  work  in  return 
for  AFDC  benefits ;  and 

(3)  Administrative  improvements  and  Federal  financial  participa- 
tion.— Require  States  to  determine  monthly  benefits  on  the  basis  of 
the  recipient's  actual  income  in  the  previous  month;  require  States 
to  promptly  take  all  necessary  steps  to  correct  any  overpayments  or 
underpayments;  and  limit  the  Federal  share  of  AFDC  costs  to  57 
percent. 

PART  B.  SUBPART  2  CHILD  SUPPORT  ENFORCEMENT 

The  Child  Support  Enforcement  Program  provides  services  to  both 
AFDC  and  non-AFDC  families  to  locate  absent  parents,  establish 
paternity,  and  to  assist  in  the  establishment  and  collection  of  both 
court-ordered  and  voluntary  child  support  payments.  The  program 
was  enacted  in  1975  in  an  effort  to  require  absent  parents  to  support 
their  children  and  thereby  reduce  AFDC  expenditures. 

Consistent  with  the  Committee's  oversight  finding  that  child  sup- 
port collection  procedures  can  be  improved  and  Federal  adminis- 
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trative  costs  reduced,  the  Committee  has  made  legislative  changes 
in  the  program  to  permit  child  support  agencies  to  enforce  existing 
alimony  obligations  in  AFDC  cases,  to  prohibit  the  discharge  in  bank- 
ruptcy of  child  support  obligations,  to  facilitate  the  satisfaction  of 
child  support  obligations  from  unemployment  benefits,  to  allow  In- 
ternal Revenue  Service  collection  of  child  support-alimony  obliga- 
tions established  by  administrative  order,  to  require  States  to  collect 
fees  to  defray  the  cost  of  collection  services  to  non-AFDC  families, 
and  to  modify  the  distribution  of  incentive  payments  to  States  or  po- 
litical subdivisions  that  collect  child  support  payments  on  behalf  of 
another  jurisdiction. 

PART  C  SUPPLEMENTAL  SECURITY  INCOME 

The  Supplemental  Security  Income  (SSI)  program  was  enacted 
in  1972  to  provide  monthly  cash  assistance  to  needy,  aged,  blind,  and 
disabled  persons.  The  amount  of  payment  is  based  on  prospective  in- 
come for  calendar  quarters. 

As  a  result  of  its  oversight  activities,  the  Committee  approved 
changes  to  improve  the  administration  of  the  program  bv  providing 
that  benefit  payments  be  determined  monthly  on  the  basis  of  income 
and  resources  in  the  preceding  month  (or  at  the  discretion  of  the 
Secretary,  the  second  preceding  month)  :  that  limit  the  negotiability 
of  SSI  checks  to  180  days  from  the  date  of  issuance  (and  that  the 
amount  from  such  unnegotiated  checks  which  represent  State  sup- 
plementation pavments  be  returned  to  the  States)  :  and  that  allow 
any  State  which  previously  increased  its  supplementary  SSI  payment 
to  include  the  bonus  value  of  food  stamps,  and  continues  to  passs 
through  required  Federal  cost-of-living  increases,  to  remain  in  food 
stamp  cash-out  status. 

PART  D  ENERGY  ASSISTANCE  TO  LOW-INCOME  HOUSEHOLDS 

Low-income  families  spend  an  increasing:  percentage  of  their  in- 
comes on  rising  household  energv  costs.  The  Home  Energv  Assist- 
ance Act  of  1980  (title  III  of  Public  Law  96-223,  the  Crude  Oil  Wind- 
fall Profit  Tax  Act  of  1980),  authorized  for  fiscal  year  1981  grants  to 
the  States  for  assistance  to  eligible  low-income  households  to  offset 
rising  home  energv  costs.  Thp  authorization  for  the  Home  Energy 
Assistance  Act  expires  September  30.  1981.  The  Committee  believes  a 
comprehensive  program  targeted  to  help  low-income  families  offset 
rising  energy  costs  is  needed.  Accordingly,  the  Committee  reauthorizes 
the  low-income  energv  assistance  (LIE A)  pro.<rram  and  finds  that 
each  State  should  receive  the  same  pronortion  of  Federal  LTEA  funds 
appropriated  in  fiscal  82  and  83  that  it  received  of  the  LIEA  funds 
allotted  by  formula  for  fiscal  1981. 

Under  current  law.  Federal  assistance  is  provided  through  grants 
to  States  which  may  be  used  to  aid  low-income  households  through 
payments  to  eligible  households,  their  energy  suppliers  or  operators 
of  public  housing  units.  The  Committee  believes  this  approach  is 
appropriate  and  that  Federal  requirements  should  not  unnecessarily 
impede  States  from  designing  programs  which  meet  their  particular 
needs. 
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As  a  result  of  its  oversight  activities,  the  Committee  finds  that 
Federal  LIEA  funds  should  be  limited  to  families  currently  receiving 
federally  funded  public  assistance  and  other  families  with  incomes 
below  150  percent  of  the  poverty  level  or  60  percent  of  State  median 
income.  States  should  be  allowed  to  purchase  and  install  weatheriza- 
tioft  materials  designed  to  improve  the  heating  or  cooling  efficiency  of 
homes  of  eligible  households.  In  addition,  States  should  be  allowed  to 
carryover  up  to  25  of  the  funds  received  in  one  fiscal  year  into  the  next. 
Funds  not  used  by  the  States  in  a  fiscal  year,  and  not  reserved  for  use 
in  the  forthcoming  year,  should  be  reallocated. 

PART  E  SOCIAL  SERVICES 

Under  current  law,  75  percent  Federal  matching  funds  are  available 
to  States  for  training  costs  relating  to  title  XX  Social  Services  activi- 
ties. Consistent  with  the  Committee's  oversight  findings,  the  Commit- 
tee's bill  would  continue  through  fiscal  year  1982  the  $75  million  limita- 
tion on  Federal  Title  XX  training  funds  that  was  in  effect  in  fiscal 
1981.  The  Committee  believes  States  should  receive  the  same  share  of 
the  $75  million  in  fiscal  1982  as  they  received  in  fiscal  1981. 

Medicare 

Oversight  hearings  and  studies  conducted  in  prior  years  by  the  Com- 
mittee's Subcommittees  on  Health  and  Oversight  have  examined  vari- 
ous aspects  of  medicare  program  operation  relating,  for  example,  to 
PSRO's  and  to  problems  of  medicare  fraud  and  abuse  In  addition, 
the  Subcommittee  on  Health  has  inquired  into  the  effectiveness  of 
the  medicare  program  during  legislative  hearings  held  on  medicare 
issues  on  March  30,  31  and  on  April  1,  1981.  The  Subcommittees  on 
Oversight  and  Health  have  examined  the  operation  of.  the  PSRO  pro- 
gram during  oversight  hearings  held  on  March  24  and  25, 1981.  These 
activities  have  provided  insights  into  problems  in  the  program  and 
have  helped  to  shape  several  provisions  of  the  bill,  including  those 
affecting  PSRO's  and  establishing  authority  for  civil  money  penal- 
ties. 

C.  New  Budget  Authority  and  Tax  Expenditures 

In  compliance  with  subdivision  (B)  of  clause  2(1)  (3)  of  rule  XI 
of  the  Rules  of  the  House  of  Representatives,  the  Committee  makes  the 
following  statements  with  respect  to  new  budget  authority  and  tax 
expenditures. 

New  Budget  Authority 

The  Committee  advises  that  H.R.  3850  consists  of  provisions  which 
do  not  provide  new  budget  authority.  In  its  spending  program  recom- 
mendations, which  have  been  incorporated  into  H.R.  3850.  the  Com- 
mittee recommended  reductions  in  budget  authority  totalling  $4,143 
million. 

Tax  Expenditures 

The  Committee  advises  that  H.R.  3850  includes  no  new  tax 
expenditures. 
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D.  Oversight  by  Committee  on  Government  Operations 

In  compliance  with  subdivision  (D)  of  clause  2(1)  (3)  of  rule  XI 
of  the  Rules  of  the  House  of  Representatives,  the  Committee  states  that 
no  oversight  findings  or  recommendations  have  been  submitted  to  this 
Committee  by  the  Committee  on  Government  Operations,  regarding 
the  provisions  contained  in  this  bill. 

E.  Inflation  Impact 

In  compliance  with  clause  2(1)  (4)  of  rule  XI  of  the  Rules  of  the 
House  of  Representatives,  the  Committee  states  that  H.R.  3850.  as  re- 
ported, will  reduce  Federal  spending  in  fiscal  year  1982  by  approxi- 
mately $9.3  billion  and  by  another  $35.1  billion  from  fiscal  years  1983 
to  1986.  The  Committee  believes  that  this  reduction  in  the  fiscal  year 

1982  budget  deficit  as  well  as  the  additional  reductions  in  fiscal  years 

1983  to  1986  will  contribute  to  a  reduction  in  the  inflationary  pres- 
sures in  the  national  economy. 


V.  ADDITIONAL  VIEWS  OF  HON.  BARBER  B.  CONABLE, 
JR.,  HON.  BILL  ARCHER,  HON.  GUY  VANDER  JAGT,  HON. 
BILL  FRENZEL,  AND  HON.  JOHN  H.  ROUSSELOT 

Although  the  Committee  has  taken  commendable  steps  in  this  bill 
to  reduce  spending  and  to  restructure  certain  programs  so  that  they 
are  more  responsive  as  well  as  more  cost  effective,  several  objectionable 
provisions  still  remain.  These  provisions,  in  my  view,  undermine  the 
budget  targets  we  have  achieved  and  create  public  expectations  that  a 
budget-conscious  Congress  may  not  be  able  to  meet. 

Our  principal  objection  is  the  creation  of  an  entitlement  for  job- 
related  training  as  part  of  the  changes  made  in  the  trade  adjustment 
assistance  (TAA)  program.  As  suggested  by  the  Administration,  the 
Committee  has  agreed  to  reduce  the  level  of  TAA  benefits  to  that  of 
unemployment  insurance  (UI)  benefits  and  to  require  an  unemployed 
worker  to  exhaust  all  UI,  additional  and  extended  benefit  payments 
before  becoming  eligible  for  TAA.  The  intention  was  to  make  unem- 
ployment benefits  more  equitable  among  those  unemployed  for  trade 
related  reasons  and  those  whose  unemployment  results  from  other 
causes.  It  also  was  intended  that  the  TAA  program  be  refocused  on 
training  and  readjustment  as  opposed  to  income  maintenance. 

To  this  end,  we  approved  $112  million  for  relocation  assistance,  job 
search,  training  and  program  activities — about  $105  million  more  than 
was  spent  in  fiscal  year  1981.  Section  245  of  the  bill  requires  that  at 
least  $112  million  be  spent  for  these  activities.  However,  section  235 
makes  job-related  training  under  TAA  an  entitlement  program  and 
therefore  takes  us  once  again  down  the  path  of  uncontrollable  program 
costs  and  mid-year  requests  for  supplemental  appropriations. 

We  are  all  familiar  with  entitlement  programs  and  how  they  can 
lock  you  in  to  over-increasing  costs.  In  this  case,  the  provision  pro- 
vides a  basis  for  forcing  the  development  of  training  programs,  either 
through  government  or  private  institutions,  that  may  not  be  appro- 
priate, beneficial  or  cost  effective.  Also,  an  individual  in  training  must 
be  provided  an  additional  twenty-six  weeks  of  benefits  beyond  the 
time  regular  TAA  benefits  are  exchausted  which  further  adds  to  the 
overall  cost  of  the  program.  This  also  provides  an  incentive  to  seek 
training  even  though  a  beneficiary  may  have  little  interest  in  or  need 
for  new  skills  as  a  means  of  securing  employment. 

Another  important  factor  in  considering  whether  entitlement  pro- 
grams are  appropriate  is  the  seriousness  of  the  commitment  to  budget 
goals.  Under  the  provisions  of  this  bill,  should  the  $112  million  in 
training  funds  be  exhausted,  the  Secretary  of  Labor  would  be  re- 
quired to  petition  Congress  for  a  supplemental  appropriation.  If  the 
Congress  is  as  strongly  committed  to  its  budget  guidelines  as  I  think 
it  is,  we  will  be  less  likely  to  approve  such  mid-year  supplementals. 
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Therefore,  you've  created  a  level  of  expectation  for  the  unemployed 
worker  that  may  be  impossible  to  satisfy.  The  Secretary  should  have 
the  flexibility  to  identify  training  needs  and  to  establish  the  most 
effective  training  programs,  that  will  benefit  the  most  persons,  within 
the  budget  amounts  set  by  Congress. 

It  should  also  be  noted  that  under  this  bill  the  TAA  program  is 
extended  through  fiscal  year  1983,  a  year  longer  than  originally  in- 
tended when  the  current  program  was  put  in  place.  At  that  time, 
the  Congress  would  be  required  to  review  the  effectiveness  of  the 
changes  we  have  made  here,  as  well  as  the  real  effects  of  import 
competition  and  foreign  investment  on  employment,  in  order  to  de- 
termine whether  a  special  program  focused  on  long-term  or  perma- 
nent trade  related  unemployment  is  necessary. 

The  Administration  has  expressed  strong  opposition  to  the  creation 
of  an  entitlement  for  training  under  TAA.  We  are  hopeful  that  in 
conference  this  provision  can  be  eliminated. 

Barber  B.  Conable,  Jr. 

Bill  Archer. 

Guy  Vander  Jagt. 

Bill  Frenzel. 

John  H.  Rousselot. 


VI.  ADDITIONAL  VIEWS  OF  HON.  BARBER  B.  CONABLE, 
JR.,  HON.  BILL  FRENZEL,  HON.  JOHN  H.  ROUSSELOT, 
HON.  W.  HENSON  MOORE,  HON.  L.  A.  "SKIP"  BAFALIS, 
AND  HON.  BILL  GRADISON 

We  are  very  concerned  about  the  extent  to  which  some  of  the  States 
have  been  taking  advantage  of  the  provision  in  current  law  which 
permits  them  to  borrow  on  an  interest-free  basis  when  their  unemploy- 
ment funds  cannot  meet  the  costs  of  benefits  under  their  State  unem- 
ployment compensation  programs. 

Several  States  now  owe  over  a  billion  dollars  to  the  Federal  govern- 
ment. Altogether,  17  States  currently  owe  the  Federal  government 
about  $6  billion.  Borrowing  in  fiscal  year  1982  is  projected  to  exceed 
$3  billion,  and  in  fiscal  year  1983  to  exceed  $2  billion.  Debt  service  on 
these  funds  is  costing  the  Federal  government  several  hundred  million 
dollars  annually.  This  freedom  to  secure  virtually  unlimited  interest- 
free  loans  has  dulled  the  incentive  in  some  States  to  get  their  unem- 
ployment systems  into  a  long-term  solvent  condition  where  the  costs  of 
unemployment  benefits  do  not  exceed  the  revenues  generated  by  State 
unemployment  taxes.  It  is,  in  fact,  an  incentive  for  States  to  borrow, 
because  the  cost  of  borrowing  falls  on  the  citizens  in  other  States. 

The  Senate  Finance  Committee  included  a  very  attractive  provision 
in  their  reconciliation  bill  intended  to  address  this  situation.  The  first 
part  of  their  proposal  would  levy  interest  on  the  advances  from  the 
Federal  government  so  that  the  States  could  share  in  the  cost  of  mak- 
ing the  loans  and  also  to  make  the  loan  mechanism  a  little  less  attrac- 
tive an  alternative  to  States  disinclined  to  balance  their  unemployment 
taxes  and  benefits.  -       *  < 

The  second  part  of  the  Senate  proposal  affects  the  provision  under 
present  law  that  if  after  2  vears  a  State  has  not  repaid  the  full  amount 
of  the  loan,  the  Federal  unemployment  tax  on  employers  in  the  State 
is  automatically  increased  by  at  least  0.3  percent  per  year  up  to  a  maxi- 
mum of  3.4  percent  until  sufficient  revenue  has  been  raised  to  repay 
the  State's  entire  outstanding  loan  balance.  As  a  further  incentive  to 
achieve  solvency,  the  Senate  provision  would  "freeze"  this  increase 
in  Federal  unemployment  taxes  at  0.6  percent  (or  the  State's  current 
level  if  higher)  whenever  a  state  meets  two  conditions:  (1)  the  State 
mav  engage  in  no  new  net  borrowing,  and  (2)  the  State  may  take  no 
action  which  would  result  in  a  net  decrease  in  the  solvency  of  the  State 
unemplovment  svstem. 

Rep.  Henson  Moore  offered  a  slightly  modified  version  of  the  Sen- 
ate provisions  when  the  Public  Assistance  and  Unemployment  Com- 
pensation Subcommittee  considered  unemplovment  issues.  The  Moore 
amendment  would  charge  interest  on  currently  outstanding  loan  bal- 
ances if  thev  have  not  been  repaid  bv  the  beginning  of  fiscal  vear 
1987. 
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Because  of  concern  over  how  various  states  would  be  affected  by 
the  repayment  and  interest  mechanisms,  the  Chairman  of  the  Com- 
mittee agreed  that  if  consideration  of  this  admittedly  complicated 
issue  could  be  deferred,  he  would  pledge  that  a  good  faith  bipartisan 
effort  would  be  made  to  work  out  a  mutually-acceptable  proposal  be- 
fore we  get  to  Conference  on  the  reconciliation  bill.  We  intend  to 
hold  him  to  this  pledge. 

Our  major  concern  is  the  chronic  insolvency  of  several  state  unem- 
ployment funds.  Present  law.  which  sharply  excalates  federal  taxes 
until  borrowing  is  paid  off  is  a  crude  club  but  one  which  will  achieve 
repayment  in  the  1980's.  If  we  can  develop  an  alternative  which  does 
not  take  the  Federal  budget  further  out  of  balance  and  which  encour- 
ages the  States  to  achieve  solvent  unemployment  compensation  sys- 
tems, that  would  be  preferable  to  present  law.  However,  if  the  alter- 
native is  one  which  lets  the  insolvent  States  simply  continue  "business 
as  usual"  or  which  increases  the  federal  deficit,  then  we  would  prefer 
to  let  present  law  run  its  course. 

We  hope  that  a  bipartisan  compromise  can  be  worked  out  which  is 
acceptable  to  all.  Barring  that,  we  intend  to  pursue  the  issue  on  the 
Floor  and  in  Conference. 

Barber  B.  Conable,  Jr. 
Bill  Frenzel. 
John  H.  Rousselot. 
W.  Hensox  Moore. 
L.  A.  "Skip"  Bafalis. 
Bill  Gradison. 


SUPPLEMENTAL  VIEWS   OF  THE  HON .    PAUL  SIMON 


The  4000-page  bill  presented  here,  of  which  these  views 
will  add  but  one  more,  represents  the  most  precedent-setting  place 
of  legislation  in  the  history  of  Congress.     Not  only  is  this  the 
single  largest  spending  bill  ever  brought  before  this  body,  but  it 
has  also  rent  the  largest  and  most  jagged  tear  across  the  body  of 
the  civil  code  ever  contemplated  by  this  or  any  other  legislative 
body. 

However,   it  is  not  so  much  the  size  of  this  bill,  or 
even  the  speed  by  which  it  has  been  brought  forth,  that  is  of 
greatest  concern.     Instead,   it  is  the  way  in  which  the  legislative 
process  may  be  forever  deformed  by  this  new  vehicle,  not  because 
of  the  swiftness  of  its  enactment,  but  because  of  the  truncation 
it  has  made  of  the  legislative  process. 

As  a  member  of  both. the  committee  on  Education  and  Labor 
and  Budget,   I  have  seen  the  massive  grappling  to  accommodate  the 
reconciliation  directive  with  near  lighting  speed  that  has  resulted 
in  a  virtual  eclipse  of  the  normal  committee  process  of  hearings 
and  debate.     What  makes  this  most  disturbing  is  that  the  single, 
loudest  criticism  being  voiced  is  not  that  the  committees  labored 
too  long  or  that  they  bogged  down  under  the  sheer  weight  of  trying 
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to  revise  nearly  every  single  piece  of  legislation  under  each 
jurisdiction.     Instead,  the  committees  are  being  criticized  by 
the  Administration  because  they  had  the  audacity  to  impose  any 
legislative  scrutiny  to  executive  office  proposals.     No  Adminis- 
tration has  dared  suggest  before  that  the  action  of  Congress  to 
debate  and  deliberate  any  and  all  legislative  proposals  should 
be  considered  counterproductive. 

Yet,  despite  the  inherent  deficiencies  in  the  reconci- 
liation procedure  itself,  the  committee  process  produced  this  bill. 
It  is  worthy  to  note  that  the  final  product  of  the  Education  and 
Labor  Committee  was  endorsed  by  the  majority  of  members  of  both 
parties . 

In  truth,  this  is  a  bill  that  no  one  will  read  in  its 
entirety.     Because  of  this,  we  must  rely  on  the  work  each  indivi- 
dual committee  to  have  performed  the  most  responsible  legislative 
job  possible,  given  the  constraints  mandated  by  reconciliation.  It 
is  because  it  is  absolutely  critical  to  keep  committee  primogenitor 
over  individual  areas  of  legislative  jurisdiction  intact  that  I 
support  the  Budget  Committee  in  seeking  a  rule  closed  to  any  amend- 
ment that  would  affect  the  reported  action  of  the  committees  in 
compliance  with  the  reconciliation  directive. 


ADDITIONAL  VIEWS  FOR  HOUSE  BUDGET  COMMITTEE-REPORT  ON  RECONCILIATION 

The  Administration  is  well  on  its  way  to  forcing  Congress  to  adopt  extraordinary 
changes  in  our  government  with  perhaps  as  few  as  three  floor  votes,  and  with 
virtually  no  time  for  members  of  Congress  to  either  read  or  understand  the  pro- 
posals before  it.    The  President  has  demanded  that  all  three  votes--the  adoption 
of  the  budget  resolution,  the  reconciliation  package  and  the  massive  changes  in  the 
tax  code-- take  place  before  the  end  of  July.    Once  these  votes  are  taken,  practical- 
ly the  entire  Reagan  package  will  have  been  put  in  place  within  the  first  six 
months  of  the  Administration.      Any  changes  to  the  program  over  the  next  four  years 
will  require  either  the  President's  signature  or  the  very  unlikely  Congressional 
override  of  a  Presidential  veto. 

My  conservative  friends  who  favor  the  Reagan  program  should  look  beyond  the 
immediate  programmatic  victories  they  expect  to  achieve  and  consider  what  might  have 
happened  if  this  new  process  had  been  in  place  under  Franklin  Roosevelt,  John  Kennedy 
or  Lyndon  Johnson.    They  might  also  ponder  how  a  President  Edward  Kennedy  or  a 
President  Walter  Mondale  might  in  the  future  put  to  use  the  powerful  tools  they 
are  now  creating. 

Congress  has  rarely  been  a  great  initiator  of  new  programs,  ideas  or  directions. 
Since  the  beginning,  Congress  has  served  primarily  to  bring  ideas  and  programs  of 
the  federal  bureaucracy  into  public  view  and  to  insure  that  the  actions  of  the 
executive  branch  are  reviewed  by  a  varied  cross  section  of  American  opinion  and 
thought.    This  Congress  appears  to  be  well  on  its  way  to  the  abdication  of  this 
role. 
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How  was  it  possible  for  Congress  to  debate    thoroughly  the  President's 
sweeping  budget  proposals  when  the  specifics,  ordinarily  available  in  late 
January,  were  yet  to  be  published  when  both  House  and  Senate  Budget  Committees 
had  completed  hearings  and  had  almost  completed  full  committee  markup?  How 
was  it  possible  for  members  to  respond  intelligently  to  the  far-reaching  implica- 
tions of  the  Gramm-Latta  substitute  when,  on  the  day  of  the  vote,  most  members  and 
even  the  Budget  Committee  staff  were  unclear  about  the  assumptions  underlying  many 
of  the  numbers  in  that  proposal? 

We  presently  face  a  vote  on  reconciliation,  a  mammoth  4000  page  budget 
document,  which  rewrites  the  basic  laws  which  are  the  legal  foundation  of  many, 
if  not  most,  of  the  activities  of  the  federal  government.    To  meet  the  President's 
deadline,  the  House  Budget  Committee  reported  the  entire  document  to  the  Rules 
Committee  without  members  of  that  Committee  receiving  a  copy  of  the  reconciliation 
package  prior  to  the  vote.    Members  of  Congress  wishing  to  testify  before  the  Rules 
Committee  on  how  this  package  is  to  be  debated  on  the  House  floor,  will  very  likely 
be  forced  to  prepare  their  testimony  without  a  glance,  much  less  thoughtful  study 
of  the  document  to  be  debated.    Adding  to  the  confusion,  is  the  prospect  that  the 
Administration  may  push  a  substitute  document  of  even  greater  length  which,  given 
current  practice,  will  probably  not  be  seen  by  members  until  very  close  to  the 
time  of  the  vote. 

The  Constitutional  duty  of  Congress  to  play  a  coequal  role  is  clearly  being 
abridged.    Traditional  checks  and  balances  are  not  being  exercised  as  one  of  the 
most  far  reaching  and  controversial  programs  of  this  century  comes  before  Congress 
and  a  dangerous  precedent  is  being  established  which  will  significantly  reduce  the 
legislative  function  in  our  system  of  government. 
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An  additional  danger  posed  by  this  new  process  is  the  opportunity  for  mischief 
within  the  legislative  branch  itself.    In  a  number  of  instances,  the  House  has  been 
acutely  embarrassed  by  the  discovery  of  anomalous  items  inserted  in  spending 
measures  without  the  knowledge  of  commi ttee  members  or  staff.    It  will  be  months,  if 
not  years,  before  either  House  can  be  certain  what  new  laws  have  been  enacted  in 
the  current  "ghost  package",  provisions  which  never  would  have  passed  if  debated 
on  their  own  merits. 

Reconciliation  as  it  was  originally  designed  in  the  1974  Budget  Reform  Act 
has  an  important  place  in  Congressional  decision  making.    It  provides  perhaps 
the  only  mechanism  for  subjecting  direct  spending  entitlement  programs  to  the 
same  scrutiny  as  other  programs.    But  the  ramming  through  of  a  massive  reconciliation 
package,  including  hundreds  of  programs  which  do  not  involve  direct  spending  as 
well  as  those  which  do,  is  not  necessary  to  the  adoption  of  the  President's  program, 
greatly  diminishes  the  proper  role  of  Congress  and  at  the  same  time  provides  opportun- 
ity for  mischief  within  the  Congress.    It  is  a  truly  startling  change  in  Congressional 
procedure  which  should  be  carefully  re-evaluated  by  thoughtful  people  in  both  parties. 


ADDITIONAL  VIEWS  OF  LEON  E.  PANETTA 


Committees  have  done  a  tremendous  job  of  meeting  the  reconciliation 
targets  contained  in  the  First  Budget  Resolution.    They  faced  the 
unprecedented  task  of  reporting,  in  less  than  one  month,  legislation  reducing 
Federal  spending  by  $35.1  billion  dollars  for  fiscal  year  1982.    Based  on 
Congressional  Budget  Office  analysis,  this  figure  has  been  surpassed  by  $2.6 
billion.    Also  surpassed  were  targets  set  in  reconciliation  for  budget 
authority  and  outlays  for  fiscal  years  1983  and  1984.    Every  committee  should 
be  commended  for  its  work.    I  would  also  like  to  express  my  deepest 
appreciation  to  Ralph  Regula,  ranking  Republican  on  the  Reconciliation  Task 
Force,  for  his  great  assistance  in  keeping  the  members  informed  on  the 
progress  of  committees  involved  in  reconciliation.    Members  of  the  Task  Force 
also  deserve  a  great  deal  of  credit  for  the  valuable  role  they  played  in  this 
stage  of  the  process. 

Attached  is  a  summary  of  the  reconciliation  targets  and  the  savings 
submitted  by  each  committee. 

It  should  be  reemphasized  that  under  the  reconciliation  instructions 
committees  were  given  complete  discretion  to  choose  programs  to  cut 
under  their  jurisdiction.    The  total  reductions  assigned  each  committee 
by  the  first  budget  resolution  were  arrived  at  through  assumed  cuts 
in  specific  programs.    These  assumed  cuts,  basically  reflecting  Administration 
proposals,  existed  only  as  recommendations  once  the  resolution  was 
passed,  and  committees  were  in  no  way  bound  to  conform  their  legislation 
to  those  recommendations.    Even  so,  committees  have  reported  reductions 
in  85%  of  the  programs  targeted  for  cuts  by  the  Administration. 

Whether  the  reconciliation  process  is  the  best  way  to  make  the 
type  of  spending  decisions  reflected  in  this  bill  needs  to  be  debated. 
The  reality  is,  though,  that  Members  were  given  a  choice  of  reconciliation 
packages  during  consideration  of  the  first  budget  resolution  and  a 
majority  voted  to  instruct  15  House  committees  to  submit  legislation 
reducing  spending  by  the  amounts  shown  in  the  table  above.    This  bill 
contains  the  work  of  those  committees.    It  is  clear  that  the  committees 
have  substantially  complied  with  the  instructions  and  that  the  reconciliation 
savings  required  under  the  resolution  have  been  achieved. 


Leon  E.  Panetta,  Chairman 
Reconciliation  Task  Force 
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HOUSE 

RECONCILIATION  COMPARISON 
(In  millions  of  dollars) 


Instructions  to  Committees  Committee  Submissions 

(May  20,  1981)   (June  12,  1981) 


FY 

1982 

FY 
1983 

FY 
1984 

FY 
1982 

FY 
1983 

FY 
1984 

Agriculture 

BA 
0 

-2,208 
-2,521 

-3,006 
-2,842 

-3,671 
-3,525 

-2,247 
-2,596 

-2,917 
-3,552 

-3,907 
-4,382 

Armed  Services 

BA 
0 

-966 
-966 

-899 
-899 

-511 
-511 

-966 
-966 

-897 
-897 

-513 
-513 

Banking,  Finance 
and  Urban  Affairs 

BA 
0 

-13,177 
-640 

-15,572 
-1,398 

-17,827 
-2,369 

-13,207 
-760 

-17,476 
-1,870 

-19,490 
-4,264 

District  of  Columbia 

BA 
0 

-39 
-40 

-56 
-64 

-72 
-69 

-39 
-40 

-56 
-64 

-72 
-79 

Education  and  Labor 

BA 
0 

-12,099 
-10,084 

-14,907 
-13,522 

-18,344 
-17,020 

-11,973 
-9,990 

-14,853 
-13,449 

-18,159 
-16,150 

Energy  and  Commerce 

BA 
0 

-5,385 
-5,184 

-5,980 
-6,315 

-6,285 
-7,036 

-7,424 
-6,324 

-7,037 
-7,583 

-5,956 
-6,615 

Foreign  Affairs 

BA 
0 

-250 
-130 

-275 
-200 

-300 
-300 

-250 
-172 

-275 
-247 

-318 
-300 

Interior  and  Insular 
Affairs 

BA 
0 

-755 
-309 

-736 
-504 

-714 
-594 

-1,095 
-818 

-690 
-771 

-993 
-922 

Merchant  Marine  and 
Fisheries 

BA 
0 

-339 
-207 

-439 
-411 

-562 
-551 

-242 
-105 

-642 
-612 

-666 
-653 

Post  Office  and 
Civil  Service 

BA 

0 

-4,737 
-5,163 

-6,304 
-6,738 

-7,390 
-7,728 

-5,246 
-5,309 

-6,463 
-6,629 

-7,203 
-7,418 

Public  Works  and 
Transportation 

BA 
0 

-6,346 
-1,218 

-5,122 
-3,565 

-6,241 
-5,720 

-6,374 
-1,647 

-4,929 
-3,550 

-6,036 
-5,691 

Science  and  Technology 

BA 
0 

-78 
-39 

-90 
-59 

-102 
-83 

-1,581 
-751 

-1,741 
-1,437 

-1,852 
-1,740 

Small  Business 

BA 
0 

-526 
-390 

-564 
-541 

-554 
-533 

-526 
-390 

-564 
-541 

-554 
-533 

Veterans'  Affairs 

BA 
0 

-110 
-110 

-108 
-108 

-106 
-106 

-110 
-116 

-108 
-113 

-106 
-110 

Ways  and  Means 

BA 
0 

-4,677 
-9,241 

-4,954 
-10,559 

-5,158 
-11,248 

-4,268 
-9,240 

-4,107 
-7,431 

-3,443 
-8,440 

*GRAND  TOTAL  ADJUSTED 
FOR  JURISDICTIONAL 
OVERLAP 

BA 
0 

-50,694 
-35,116 

-57,599 
-46,312 

-66,016 
-55,572 

-54,445 
-37,761 

-61,288 
-46,722 

-67,412 
-55,249 

*This  total  includes  the  Energy  and  Commerce  Committee  proposals  recommended  by  the 
Chairman  of  that  committee. 


June  17,  1981 


Congress 
of  fte 
SJmteb  States 

House  of  &epresentatioe3 


BRIAN  DONNELLY 


MASSACHUSETTS 


ELEVENTH 


tICT 


June  18,  1981 


BUDGET 


MERCHANT 


I  ARINE 


PUBLIC  WORKS  AND  TRANSPORTATION 


Additional  View  to  the  House  Budget  Committee's  Report  on  Reconciliation 


I  am  deeply  concerned  by,  and  strongly  opposed  to,  the  unnecessary  inclusion 
of  the  entire  1982  Maritime  Authorization  Bill  into  Reconciliation.  This  Bill 
contains  a  Drovision  allowing  shio  operators  to  construct  and  acquire  vessels 
overseas,  and  remain  eligible  for  federal  payments  of  Operating  Differential 
Subsidies.  This  "build-foreign"  provision  alters    federal  maritime  policy  in 
existence  since  World  War  II,  yet  not  even  one  day  of  hearings  was  held  in 
the  Merchant  Marine  Committee. 

This  "build-foreign"  provision  will  mean  the  further  export  of  American  jobs, 
not  only  from  our  shipyards,  but  also  our  steel  yards,  metal  shops,  and  all 
related  industries.  Such  a  diversion  of  work  to  foreign  shores  is  in  sharp 
conflict  with  the  desire  of  the  American  peoDle,  the  President,  and  this 
Congress,  for  true  economic  recovery  across  the  nation.  This  provision  represents 
a  defeatist  outlook  alien  to  the  very  traditions  of  our  people  and  heritage. 

This  has  far-reaching  national  security  implications.  Further  deterioration  of 
the  U.S.  shipyard  mobilization  base,  hastened  by  this  "build-foreign"  provision, 
will  seriously  hinder  the  Administration's  plans  for  an  exDanded  naval  fleet, 
and  upgraded  seal  if t  capability. 

I  recognize  the  adverse  situation  facing  U.S.  shippers  due,  in  part,  to  the  unwise 
elimination  of  Construction  Differential  Subsidies.  However,  the  entire  maritime 
industry  is  affected  by  that  elimination.  The  Congress  and  the  President  can 
develop  industry-wide  solutions,  and  reverse  the  failures  of  past  federal  policy. 
We  must  work  together  to  revitalize  all  the  critical  components  of  the  U.S. 
Merchant  Marine,  instead  of  addressing  current  industry  problems  on  a  piecemeal 
basis  as  does  the  "build-foreign"  provision. 


Submitted, 
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Supplementary  Views  of  Representatives  Delbert  L.  Latta,  Bill  Frenzel, 
Jack  F.  Kemp,  Paul  S Trible,   Jr.,  Ed  Bethune ,   Lynn  Martin, 
Albert  Lee  Smith,  Jr.,  Eugene  Johnston,  Bobbi  Fiedler. 

Under  the  terms  of  the  reconciliation  instructions  contained  in 
the  First  Concurrent  Resolution  on  the  Fiscal  Year  1982  Budget,  the 

rev  i  j  \*  hi 

House  Budget  Committee  was  required  to  report,  without  substantive  cnango, 


the  reconciliation  recommendations  of  the  several  committees  of  the  House. 
As  such,  we  did  not  oppose  reporting  the  Omnibus  Reconciliation  Bill  of  1982 
out  of  the  Budget  Committee. 

However,  we  opposed,  very  vigorously,  the  decision  of  the  Budget  Committee 
majority  to  request  a  rule  which  would  prohibit  any  and  all  amendments  to 
the  reconciliation  bill  on  the  floor.    Our  opposition  is  based  on  two  major 
considerations:  the  first  concerns  a  matter  of  principle,  the  second  concerns 
some  of  the  substantive  provisions  of  the  reconciliation  bill  itself. 

It  has  been  a  matter  of  principle  in  the  Congress  of  the  United  States 
since  its  founding  over  200  years  ago  that  there  are  certain  rights  and  privileges 
afforded  the  minority.    While  these  rights  and  privileges  take  different  forms, 
one  of  the  most  fundamental  is  the  right  of  the  minority  to  propose  amendments 
to  legislation  on  the  floor  of  the  House.  This  right  is  even  more  important  in 
the  97th  Congress  since  the  majority-minority  composition  of  most  key  committees 
does  not  even  approach  the  majority-minority  composition  in  the  whole  House. 

As  the  minority,  we  have  fully  supported  the  concept  of  limiting  the  number 
of  amendments  to  the  reconciliation  bill.  We  fully  understand  that  an  open  rule, 
one  which  allows  numerous  amendments  to  individual  sub-sections  of  the  bill, would 
result  in  the  unravelling  of  the  budget  savings  package.  However,  we  believe  there 
is  a  middle  ground  between  a  totally  open  and  a  totally  closed  rule.  We  have 
asked  only  that  we  be  given  the  opportunity  to  present  a  single  package  of 
perfecting  amendments  to  the  bill;  this  would  entail  one  vote,  up  or  down,  on 
the  package.  That  is  all  we  are  asking  to  do.    In  line  with  this  principle,  we 
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would  also  support  provision  in  the  rule  whereby  several  other  groups  -- 

such  as  the  Black  Caucus  --  would  have  the  right  to  offer  a  substitute  or 

a  single  package  of  perfecting  amendments. 

Instead,  the  majority  is  proposing  to  shut  the  door  on  every  group  in 

the  House  who  may  disagree  in  any  respect  with  the  work  of  the  committees. 

It  is  asking  that  the  House  vote  only  on  what  the  committees  have  done,  all 

4000  pages  or  so,  without  any  change  whatsoever.  Never  in  our  memory  can  we 

recall  when  a  major  piece  of  legislation  was  sent  to  the  floor  under  a  totally 

closed  rule,  one  which  did  not  allow  even  a  motion  to  recommit  with  instructions. 

Indeed,  the  omnibus  reconciliation  bill  is  probably  the  most  major,  the  most 

comprehensive  and  far-reaching  piece  of  legislation  to  ever  be  considered  by 

the  House,  and  the  Budget  Committee  majority  wishes  to  force  it  on  the  House 

on  a  take-it-or-leave-it  basis.  This  is  unconscionable.    It  is  a  clear  repudiation 

of  the  principle  of  letting  the  House  work  its  will.    It  is  a  clear  admission 

on  the  part  of  the  majority  that  fears  our  amendment  package  and  knows  we  would 

win  in  a  House  vote  if  given  the  opportunity  to  present  the  package.  It  is  a 

•  since, 

message,  loud  and  clear,  to  the  American  people  that]/the  House  majority  cannot 
stop  the  President's  program  from  being  enacted  in  the  House,  it  will  stop  it 
instead  by  preventing  that  program  from  even  being  offered. 

The  minority  has  the  right  to  offer  its  program  to  the  House.  That  principle 
is  indisputable  and  has  a  long  and  honorable  tradition  in  the  Congress.  Yet  we 
are  not  asking  to  exercise  that  right  merely  for  its  own  sake.  We  believe  there 
are  serious  flaws  in  the  Omnibus  Reconciliation  Bill  which  must  be  corrected  if 
we  are  to  carry  out  the  will  of  the  Congress  when  it  passed  the  First  Budget 
Resolution  a  month  ago. 

At  the  outset,  understand  that  for  the  most  part  $  the  committees  of  the 
House  did  an  excellent  job  in  meeting  their  reconciliation  instructions.  Most 
committees  made  the  hard  decisions  necessary,  and  came  up  with  legitimate,  achievable 

spending  cuts.  We  commend  those  committees  for  their  work,  and  do  not  presume  to 
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to  second-guess  them  by  proposing  alternative  savings. 

Unfortunately,  this  spirit  of  cooperation  on  the  part  of  most 
committees  did  not  carry  through  to  the  actions  of  all  the  committees. 
Several  included  in  their  reconciliation  recommendations  which  simply 
would  not  produce,  in  reality,  the  savings  they  claimed  on  paper.  While 
the  examples  of  such  false  savings  are  few  in  number  when  measured  against 
the  entire  reconciliation  bill,  they  are  nonetheless  significant  in  terms 
of  the  federal  dollars  they  will  not  save. 

Several  examples  of  this  si ight-of-hand  will  suffice  to  illustrate  our 
concerns.    The  House  Committee  on  Agriculture  establishes  a  cap  on  food  stamp 
exenditures  of  approximately  $10.8  Billion  --  the  level  recommended  by  the 
'President.  What  that  committee  failed  to  do,  however,  was  provide  a  reasonable 
means  of  keeping  the  food  stamp  program  exenditures  within  that  cap.  The 
Administration  had  proposed  changes  in  food  stamp  eligibility  which  would,  if 
enacted,  have  allowed  the  program  to  operate  within  the  $10.8  Billion  cap. 
The  committee  did  not  choose  to  include  either  the  Administration's  eligibility 
and  benefit  changes  or  any  alternatives  whatsoever.  As  a  result,  one  of  two 
things  will  happen.  One,  the  food  stamp  program  will  operate  under  current 
benefit  standards  for  FY  1982  until  the  $10.8  Billion  cap  is  reached.  Since 
current  law  program  standards  would  result  in  a  food  stamp  program  costing  over 
$12  Billion  in  FY  1982,  that  would  mean  the  cap  would  be  reached  sometime  in 
July  of  1982.    To  live  within  the  cap,  that  would  mean  that  after  some  point 
in  July  1982,  all  20  million  food  stamp  recipients  would  have  their  food  stamps 
eliminated  until  the  new  fiscal  year  began  on  October  1,  1982.    That  is  clearly 
unacceptable;  the  only  alternative  would  be  to  raise  the  cap  in  July  and  appropriate 
additional  funds.  That  translates  into  no  budget  savings  in  the  food  stamp  program. 
The  second  possibility  is  for  the  Secretary  of  Agriculture  to  use  existing 
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authority  to  reduce  every  recipient's  benefits  across-the-board.  Starting 
October  1,  1981,  he  could  reduce  everyone's  food  stamps  benefits  by  about 
10%.  We  repeat,  lower  everyone's  benefits  by  10%  beginning  on  October  1st. 
Were  the  Secretary  to  wait  until  November  to  reduce  benefits,  the  cut  would 
have  to  be  in  the  range  of  15%  or  more;  again,  everyone's  benefits  would  have 
to  be  reduced,  including  the  poorest  family  or  most  helpless  widow.  Current 
law  does  not  allow  the  Secretary  to  reduce  benefits  only  for  those  at  the  top 
of  the  income  eligibility  range;  he  must  reduce  every  recipient's  benefits. 
This  too,  is  clearly  unacceptable.  In  our  package  of  perfecting  amendments 
we  will  seek  to  correct  this  oversight  by  including  language  amending  food 
stamp  eligibility  and  benefit  formulae  so  that  the  program  may  operate  in  1982 
within  the  $10.8  Billion  cap  while  at  the  same  time  not  reducing  benefits  for 
the  truly  needy  recipients. 
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A  second  example  of  savings  not  likely  to  be  achieved  is  in  the  area  of 
cost-of-living  adjustments  (COLA)  for  federal  retirees.  While  the  Armed  Services 
Committee  did  agree  to  reduce  the  COLA  for  military  retirees  from  twice  a  year 
to  once  a  year  (saving  about  $1  billion  over  the  next  three  years),  they  agreed 
to  do  so  only  if  the  same  change  was  made  for  the  civilian  retirees  from  the 
Federal  Government.  However,  the  committee  with  jurisdiction  over  federal  civilian 
pension  benefits  (Post  Office  and  Civil  Service)  refused  to  make  this  change  for 
the  civilian  retirees.  As  a  result,  unless  this  decision  is  reversed  in  conference,  . 
the  savings  contained  in  the  Armed  Services  portion  of  the  bill  will  not  be  realized. 
Moreover,  instead  of  changing  the  COLA  for  civilian  retirees  of  the  Federal 
Government,  the  Post  Office  and  Civil  Service  Committee  instead  recommended  that 
the  Civil  Service  pay  of  all  military  retirees  who  now  work  for  the  Federal  Govern- 
ment be  cut  dollar-for  dollar  by  the  amount  of  their  pensions.  Since  80%  of 
all  military  retirees  now  working  for  the  Federal  Government  were  enlisted  men 
and  women,  this  cut  would  represent  a  devasting  reduction  in  their  income  and 
undoubtedly  force  most  of  them  to  resign  their  Federal  Government  jobs.  Since 
they  would  leave  federal  employment  for  private  sector  employment,  and  their 
positions  would  be  presumably  filled  by  others,  the  "savings"  from  this  provision 
would  not  materialize.  Consequently,  the  actions  of  the  Post  Office  and  Civil  Service 
Committee  mean  that  the  $1  Billion  reduction  carried  by  Armed  Services  for  military 
retirement  COLA  changes  would  not  take  place,  nor  would  the  $2.4  Billion  in  savings 
from  the  Post  Office  and  Civil  Service  provisions  on  federal  employees  who  are 
retired  from  the  military.  This  is  simply  too  large  a  loss  to  overlook. 
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We  wish  to  reiterate  that  our  actions  are  not  a  repudiation  of  the 
spending  cuts  proposed  by  the  committees  of  the  House.  We  support  most  of 
them,  and  plan  to  leave    the  great  bulk  the  committees'  actions  intact. 
There  are,  however,  a  handful  of  committee  actions  which  we  are  convinced 
will  not  produce  the  savings  which  are  necessary  to  achieve  a  balanced  budget 
in  1984.    If  left  unchanged,  we  calculate  these  items  will  cause  the  budget 
targets  to  be  exceeded  by  $23  Billion  over  the  next  three  years.  Without 
question,  this  is  too  high  a  price  to  pay. 

And  once  again  we  must  reiterate  that  the  minority  has  a  right  to  offer 
a  package  of  perfecting  amendments  on  the  floor.  We  do  not  seek  to  open  the 
rule  to  any  amendment,  and  we  certainly  do  not  favor  any  rule  which  allows 
separate  votes  on  individual  line-items  in  the  reconciliation  bill'.  We  believe 
a  bill  as  significant  and  historical  as  this  one  should  be  treated  as  a  package; 
any  group  wising  to  change  items  within  the  bill  should  be  expected  to  offer 
those  changes  as  a  substitute  for  the  entire  bill  or  as  a  xbk  single  package 
of  perfecting  amendments.  We  not  only  believe  the  minority  must  be  given  this 
opportunity  in  the  House,  but  we  will  support  the  right  of  other  major  segments 
of  the  House  to  do  the  same. 

Delbert  L.  Latta. 
Bill  Frenzel. 
Jack  Kemp. 
Paul  Treble. 
Ed  Bethune. 
Lynn  Martin. 
Albert  Lee  Smith,  Jr. 
Eugene  Johnston. 
Bobbi  Fiedler. 


Dissenting  Views  of  the  Hon.  Paul  Trible 


In  attempting  to  comply  with  their  reconciliation  instruc- 
tions,  the  committees  have  done  more  than  might  have  been  expec- 
ted— and  also  more  than  meets  the  eye.     Their  actions  raise 
several  questions  of  substance  which  need  to  be  fully  addressed. 


I.     Substance  of  the  Reconciliation  Bill 

1.  Several  committees  fell  short  of  the  recommended  cuts. 
These  included  Education  and  Labor  (version  II),  Merchant  Marine, 
and  Ways  and  Means.     This  is  worrisome  in  view  of  the  many 
uncertainties  about  claimed  savings  expressed  below. 

2.  The  bill  credits  some  savings  twice.     Examples  are 
PL-48  0,   the  Merchant  Seaman's  entitlement,  and  DOE  funding. 

3.  A  number  of  provisions  involve  fictitious  savings.  For 
example,   the  Public  Works  Committee  achieved  some  savings  by 
cancelling  unobligated  budget  authority.     And  the  Small  Business 
Committee  claimed  a  reconciliation  savings  by  issuing  notes. 
This  revenue  should  not  be  counted  as  a  spending  cut. 

The  Strategic  Petroleum  Reserve's  of f -budge ting  is  scand- 
alous.    If  the  program  is  worth  having,   it  should  be  fully 
budgeted. 

4.  The  omnibus  bill  stores  up  full  spending  increases 
under  the  guise  of  present  cuts.     The  food  stamp  example  is 
clear.     Other  examples  occur  in  the  open  season  provisions 
adopted  by  the  Armed  Services  Committee,   and  in  programs  where 
caps  have  been  imposed.     Even  when  entitelments  have  been  changed 
the  changes  have  not  been  made  generally  available  for  inspection, 
so  it  is  hard  to  know  what  savings  are  likely  to  be  achieved. 

5.  Future  spending  increases  are  also  likely  from  the  large 
number  of  programs  proposed  for  termination  which  were  continued 
but  with  reduced  funding.     These  programs  are  a  "camel's  nose" 
which  are  likely  to  imply  higher  future  spending.     For  this  reason, 
and  others,  out-year  savings  claimed  in  the  omnibus  are  unlikley 
to  be  realized. 

6.  Several  new  authorizations  are  introduced.     This  is 
inappropriate  in  a  reconciliation  package. 

7.  The  bill  contradicts  itself  several  times.     One  example 
is  the  cost-of-living  adjustment  for  military  retirees.  The 
Armed  Services  Committee  has  proposed  a  shift  to  a  once-a-year 
COLA,  and  has  claimed  savings  for  this.     However,   adoption  of 
the  COLA  provision  depends  on  parallel  action  on  civilian 
retirement  COLAs  by  the  Post  Office  Committee.  Consequently, 

the  Armed  Services  savings  cannot  be  achieved  within  the  confines 
of  this  bill. 

A  similar  contradiction  occurs  in  treatment  of  the  Merchant 
Seaman's  entitlement.     Here,   two  committees  have  each  claimed  full 
savings  for  eliminating  this  entitlement.     But  they  have  ended  it 
in  different  ways.     One  committee  charges  hospital  fees,   the  other 
closes  the  hospitals. 
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Another  contradiction  involves  whether  Medicare  or  FEHB 
will  be  the  primary  insurer  for  certain  medical  claims. 


Because  the  omnibus  bill  raises  so  many  questions  about  its 
ability  to  deliver  meaningful  spending  cuts,  an  alternative 
should  be  considered.     That  alternative  would  build  upon  the  hard 
work  of  the  committees,  but  would  more  accurately  reflect  the  re- 
conciliation instructions,   the  President's  proposals,  and  the 
Senate's  action. 
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